eee ee ee ee 
FEBRUARY ren NUMBER | 


x 


ee Salt iS ty 
A) Sa ae ke 
\" J HI 
4 


| ¢ CURRENT 
ECONOMIC 


. ; Formerly Opinion and Comment 


beige A 
LIBRARY 
UNIVERSITY Oobesi LL | N.O-1-S BULLETIN 


j 


CURRENT ECONOMIC COMMENT 


Formerly Opinion and Comment 


Published quarterly by Bureau of Economic and Business Research 


College of Commerce, University of Illinois 


PAGE 
The Cold War: Ideological Conflict... .. +++. 1 
Howarp R. BowEN 


The Merchants’ Merry-Go-Round. . ........ + 98 
Rosert D. Loken 


Television: Position and Outlook ........... 19 
Da.itas W. SMYTHE 


WhevEconomics of the “Pegs” . : . .. . . «| 2 =e 
Grorce W. CoLEMAN 


Wie Federal Budget for 1950. . . . 2s. «2 2 See 
Everett E. HAGEN 


Paice Level Prospects: ~ . « . « % % 
V Lewis Bassie 


Books Reviewed: 
The Business of Farming, De Graff and Haystead 
Managerial Control of Business, Trundle and Associates 
Supervision in Business and Industry, Loken and Strong 


This quarterly publication of the Bureau of Economic and Business Research presents 
factual information and interpretive comment on economic developments, business 
operations, public policy, and related questions of current interest. It is available 
on request. 

The opinions expressed in the articles are the personal views of the respective 
authors and not necessarily those of the College of Commerce or the University. 


Address communications to Bureau of Economic and Business Research, 205 
David Kinley Hall, Urbana, Ill. 


Editorial Committee 
V Lewis Bassie, Director of Bureau H. W. Huecy 


Hitpa R. Sticr, Editor of Publications D. P. FLANDERS 


UNIVERSITY OF ILLINOIS BULGE a. 


Volume 46; Number 56; March, 1949. Published seven times each month by the University of Illinois. 
Entered as second-class matter December 11, 1912, at the post office at Urbana, Illinois, under the Act 
of August 24, 1912. Office of Publication, 358 Administration Building, Urbana, Illinois. 


The Cold War: Ideological Conflict* 


Howarp R. BowENn 


Dean, College of Commerce and Business Administration, 
University of Illinois 


WE CAN ALL agree that foreign relations 
are overwhelmingly significant in de- 
termining the future of the United 
States. The conduct and outcome of 
our foreign relations are likely to de- 
cide not only the course of business 
activity and prices, but also the ulti- 
mate survival of our political and 
economic institutions, and even the 
survival of the human race itself. 

The fundamental condition of our 
present foreign relations is the almost 
unbearable tension between Russia and 
the United States. Will this tension end 
in full-scale war? If so, how soon? If 


: not, will there be a long period of 


- ference, Urbana, November 18, 1948. 


armed truce or cold war? These are 
the questions for which we must seek 
answers if we are to try to foresee what 
may lie ahead for American business. 

When we ask: Is the inflation likely 
to continue? or, Is a recession in busi- 
ness activity imminent? or, Is business 
likely to be subjected to additional gov- 
ernmental controls?, the replies depend, 
I think, on our answer to the more 
basic question: Is war with Russia 
likely, and if so, when? 


Obviously, no one knows the answer 


_ to this question, and there is no certain 


way of firiding out. The correct ap- 
proach to the question, however, is to 
turn back the pages of history in order 
to examine what has caused earlier 
wars, and to see whether the kind of 


*Address before the Illinois Bankers Con- 
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causation which has applied in the past 
is applicable to the present state of 
tension between Russia and the United 
States. 


Historical Causes of War 


Looking back over history, there 
have been eight principal causes of 
wars. Not all of these causes have been 
operative in every war, and there have 
been few wars where only one of them 
has been operative. But these eight 
causes, in varying combinations, have 
been at the root of most wars. 


Territory. First, the earliest and per- 
haps most frequent cause of war has 
been the desire of a tribe or nation or 
state to increase the amount of its ter- 
ritory and natural resources. In many 
cases, this desire has arisen as a result 
of overpopulation. In most societies the 
growth of population has been so rapid 
as to cause eventually a scarcity of food 
and other means of livelihood. This 
scarcity could be overcome in three 
ways: (1) by limiting the birth rate 
and thus reducing the population; 
(2) by improving the technology; or 
(3) by expanding the territory occu- 
pied by the group. Most peoples have 
been unable or unwilling to limit the 
birth rate; they have been unable to 
improve their technology for want of 
scientific knowledge and capital; and 
so they have been tempted to go to 
war to expropriate the territory of their 
neighbors. The potential victims of 
such aggression, on the other hand, 
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have been tempted to warlike activity 
in order to defend their position. The 
victors in such wars have often driven 
out or exterminated the vanquished in 
order that they might exploit the ter- 
ritory exclusively. The Bible is full of 
the stories of such wars, and many wars 
between primitive tribes have been con- 
cerned principally with territory. 
Sometimes, however, the desire of a 
tribe or nation to expand its territory 
originated not in the pressures of over- 
population but simply in the desire to 
increase the wealth of the group at the 
expense of other groups. In primitive 
times, especially, there was always a 
tendency to forage on the territory of 
neighboring tribes. Among more ad- 
vanced peoples, a special temptation 
always existed to take over territory 
from peoples having an inferior level 
of culture and technology. For example, 
if a rich territory were inhabited by 
primitive peoples who used it only for 
hunting and fishing or simple agricul- 
ture, people of advanced culture were 
tempted to take over because they 
could make better use of the territory 
than its primitive occupants. Much of 
Africa and Asia and all of the Ameri- 
cas, including the United States, were 
conquered and settled on this principle. 
European peoples of advanced culture 
merely took over from primitive Ne- 
groes, Mongolians, Aztecs, or Indians 
—always with numerous wars and 
skirmishes. The Italian conquests in 
Africa prior to World War II were of 


this nature also. The Italians proposed * 


simply to take over and colonize terri- 
tory which had previously been occu- 
pied by Ethiopians and other people of 
less advanced culture and technology. 


In the present conflict, the desire for 
territory is not a prime cause. Russia 
and the United States are both con- 
spicuous as countries of vast area and 
of magnificent natural resources. 
Neither exhibits any particular interest 
in land merely for the sake of land — 
though, of course, both are concerned 
about land for strategic reasons. 


Plunder. A second frequent cause of 
wars has been the desire to obtain 
plunder, tribute, taxes, reparations, or 
slaves. This was an element in most 
tribal wars; the Roman conquests may 
have been motivated in part in this 
way; and in many other wars, the de- 
sire for booty may have been a factor. 

Although the Russians 
hibited a somewhat avid interest in 
reparations and undoubtedly plundered 
conquered territory during the recent 
war, yet it is utterly fantastic to believe 
that they would seriously consider 
starting a war for the plunder they 
might get. The costs of the war would 
so obviously exceed the value of any 
imaginable booty as to rule out this 
cause entirely. And surely no one — 
not even the Russians — supposes that 
the United States is interested in booty. 

Raw Materials and Markets. A third 


cause of war has been the desire of in- 
dustrial countries 


have ex- 


to obtain assured 
sources of raw materials and assured 
markets. This was an important factor 
in most of the warfare involving the 
western European countries from the 
15th century to modern times. This also 
explains in part the more recent war- 
like behavior of Japan, Germany, and 
Italy. 

The concern of rising industrial 
nations for raw materials and markets 


— 
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was due to the fact that each was de- 


pendent for its livelihood upon foreign — 


sources of food and raw materials, and 


each was dependent upon foreign 


markets to provide the wherewithal to 


_buy these raw materials. Each was 


tempted to secure or improve its po- 


sition, and thus to insure its future 


prosperity, by controlling its sources of 
livelihood. Thus each was tempted to 
undertake colonial adventures. The re- 
sult, of course, was a series of colonial 
wars in all parts of the world. But the 
success of one industrial country in this 
game was a threat to another. Hence, 


_ the process led also to wars among the 


competing industrial countries. In the 
rivalry lasting over several centuries, 
England emerged dominant. This 
largely explains the unique position of 
England, especially during the 19th 
century. 

Today, neither Russia nor the United 
States is the kind of country that would 
be expected to go to war for raw ma- 
terials or markets. Both countries are 


outstanding examples of virtual self- 
sufficiency. Their industrial establish- 


ments are largely oriented toward do- 
mestic raw materials and domestic 


markets. It is true that each is de- 


pendent upon outside sources for cer- 


tain minor but strategic materials and 
that each could profit from a consid- 
erable foreign trade. But the fact re- 
mains that Russia and the United 
States are the most conspicuous cases 
of countries that do not depend upon 
the outside world and have no serious 
balance-of-payment problem. It is quite 
unimaginable that either would go to 
war or threaten war to get foreign 
sources of raw materials and foreign 


markets. A possible exception to this 
statement is that each is concerned 
over the control of certain strategic 
materials — notably oil and the heavy 
atomic elements — yet I think one can 
say that this concern is more largely 
a result rather than a primary cause of 
the conflict. 


Investment. Fourth, the desire to se- 
cure outlets for capital investment and 
to protect existing capital investments 
has led to war. Advanced industrial 
countries have invariably amassed con- 
siderable supplies of capital. As more 
and more domestic investments in 
plant, equipment, and public works 
have been made, the actual and pro- 
spective rate of return on capital has 
declined. (One of the most dependable 
laws of economics is that as a country 
increases its domestic capital, the rate 
of return on capital, that is, the interest 
rate, declines.) Eventually, in the more 
mature and wealthy countries a point 
has been reached at which foreign in- 
vestment has become more attractive 
than domestic. In some cases, the near- 
saturation of domestic opportunities for 
investment made the search for foreign 
outlets essential to the continuation of 
prosperity and full employment. Such 
countries became exporters of capital 
which made them owners of foreign 
factories, public utility plants, railroads, 
and plantations, and which made of 
them creditors of foreign governments 
and foreign citizens and companies. In- 
fluential classes in such capital-export- 
ing countries often swayed govern- 
mental policy toward creating the kind 
of conditions abroad which would open 
up opportunities for reasonably secure 
foreign investment and which would 
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protect such investments.once they had 
been made. This led the governments 
of such countries to intervene in the 
affairs of the less well-developed coun- 
tries which offered the more attractive 
markets for capital. The intervention 
varied from making treaties and estab- 
lishing “spheres of influence” to ac- 
tually reducing the backward territories 
to colonial status or to sending in the 
marines and taking over the public 
revenues. 

This entire process led to wars be- 
tween advanced industrial countries 
and backward nations, and also be- 
tween industrial countries which found 
themselves in competition with one 
another for the exclusive privilege. of 
exporting capital to particular back- 
ward areas. The relations between in- 
dustrial countries like England, Hol- 
land, and the United States and less 
advanced territories like India, the 
Middle East, Indonesia, China, and 
parts of Latin America can be ex- 
plained in part by the desire of the in- 
dustrial countries to develop and hold 
outlets for capital investment. Simi- 
larly, the effort of the Austro-Hun- 
garian Empire to unify the Balkans is 
a case in point. Also, the recent war- 
hike behavior of Germany and Japan 
can be explained in part by the fact 
that each of these countries rose to 
industrial eminence later than some of 
its rivals. By the time they were ready 
to export capital, the most productive 
outlets for investment had been pre- 
empted by England, France, and the 
United States. The latecomers at- 
tempted to overcome their disadvan- 
tage by conquering their more fortunate 
rivals. 


The desire to secure outlets for 


capital and to protect existing invest- 


~ ments must also be ruled out as a cause 


of present tension. Russia has virtually 
no foreign investments and is not inter- 
ested in making any. Russia is desper- 
ately short of capital and has been en- 
gaged ever since the Revolution in 
building up its internal capital equip- 
ment — even to the extent of reducing 
its people to a state of near-starvation. 
Such a country is not looking for places 
to put its capital abroad. The United 
States, on the other hand, has at vari- 
ous times been a heavy capital exporter 


and at present has substantial foreign — 


holdings. Moreover, we (or at least our 
capitalists) could probably benefit in 
the long run if our outlets for foreign 
investment were expanded —for ex- 
ample, if areas like the Far East were 
stabilized politically so that secure in- 
vestments could be made. However, it 
seems to me fantastic that the United 
States would undertake aggression — 
especially risk a war with Russia — for 
the sake of its capital investments. 


Transportation Routes. Fifth, the 
desire to acquire and hold strategic 
transportation routes or facilities has 
frequently led to conflict. This cause 
of wars is, of course, related to the de- 
sire to get reliable sources of raw ma- 
terials, dependable markets, and safe 
foreign investments. For example, in 
order for Britain to maintain her in- 
terests in the Middle East, Africa, 
India, Australia, and China, the Medi- 
terranean and the Suez Canal became 
vital and sensitive nerve centers of Em- 
pire policy. Similarly, the Isthmus of 
Panama became important to us. 

The perennial quest of Russia for 


= 
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warm water ports and for control of 
the Dardanelles comes under this head- 
ing. However, it is doubtful whether 
Russian dissatisfaction in this quarter 
would be a major cause of war. Be- 
cause of her relative self-sufficiency, 
Russian interests are not primarily in 
foreign trade. They are, first and fore- 
most, directed toward internal eco- 
nomic development. There is no stra- 
tegic transportation route that concerns 
Russia in the same way that the “life- 
line of the Empire” concerns Britain. 
Moreover, Russia’s traditional problem 
in the Baltic has largely been solved as 
a result of the recent war, which gave 
her Latvia, Esthonia, Lithuania, part of 
Finland, part of Poland, and possibly 
part of Germany. However, the prob- 
lem of the Dardanelles and of access 
to the Mediterranean is still a live issue 
and surely represents one of Russia’s 
objectives. Indeed, the whole Middle- 
Eastern problem, as it is influenced by 
the interests of the great powers, is 
affected by Russia’s desire to break out 
to the south. 

Religion. Sixth, the attempt to 
propagate a particular religious faith, 
to stop the spread of an alien religious 
faith, or to gain possession of a holy 
city or a sacred relic have fomented 
many wars. Frequently, religious mo- 
tives have been mixed with more mun- 
dane considerations; yet it cannot be 
denied that religion has on occasion 
been an important and independent 
factor in the causation of wars. Ex- 
amples are the Crusades of the Middle 
Ages and the Thirty Years’ War of 
the 17th century. 

In the present conflict between Rus- 
sia and the United States, religion — 


at least in the conventional sense — is 
not a major consideration. 


Seventh, the desire for 
power and prestige on the part of a 
nation or its leaders. This cause of 
wars has appeared in various forms, 
for example: the attempt of a princely 


Power. 


.dynasty or a nationalistic state to ex- 


tend its power and domain; the am- 
bition of a persuasive leader like 
Napoleon or Hitler; the desire of a 
gifted ruling class like the British 
aristocracy to obtain outlets and op- 
portunities for its talents in public ad- 
ministration; or the desire to go to war 
for the sake of adventure or psycho- 
logical release. All these forms are 
alike in that the motivation is power 
for its own sake. Most frequently, I 
think, these causes of war appear in - 
combination with other causes. Never- 
theless, they are almost always present 
as accentuating, complicating, or con- 
ditioning factors. 

It is easy to interpret the Russian 
leadership today as a group of power- 
hungry madmen who are out to con- 
quer the world merely for the sake of 
the power they would get. I realize 
that there can be differing opinions on 
this point and I surely would not deny 
that lust for power may figure as a 
cause of present tension. Yet, my inter- 
pretation of the Russian leadership is 
that they have all they can handle at 
home and are concerned primarily with 
making a go of state socialism at home. 
They are confronted with almost in- 
superable problems in their own back 
yard which must be solved before it 
makes any sense for them to be think- 
ing about world domination for its own 
sake. I do not mean by this that they 
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are not interested in world domination; 
I mean only that they are not interested 
in it for its own sake. The whole sig- 
nificance of the struggle between Stalin 
and Trotzky — a struggle that was won 
by Stalin — was that Russia must con- 
solidate its own position before em- 


barking upon foreign adventures. Even 


the orthodox Marxist line that Com- 
munism must one day sweep the world 
is not based on the desire of a ruling 
clique for world power. Rather, it is 
based upon the belief that Commu- 
nism in any one territory would never 
be safe from foreign aggression until 
Communism was established every- 
where. 


Revolution. Finally, dissatisfaction 
over important domestic issues has been 
the cause of civil wars. Through the 
ages, dissident elements have attempted 
to overthrow established governments, 


or established governments have at- 


tempted to subdue rebellious groups. 


The result has been a long series of 
bloody conflicts from which few coun- 
tries have been immune. The present 
state of tension can hardly be described 
as a domestic revolution leading toward 
civil war. 


Real Cause of the Present Cold War 


I have listed what I consider the 


main causes of past wars, and I have - 


indicated that, in my judgment at least, 
these causes — singly or in combination 
—are not sufficient to explain the 
present state of tension between Rus- 
sia and the United States. Does this 
mean that the present conflict is super- 
ficial and unlikely to lead to war? Not 
at all. Rather, it means that the historic 
causes of war do not fit this situation, 


and that to understand the causes of 


the present conflict, and thus to assess 
the probability of war, we must search 
for a new cause or causes that may not 
have operated prominently in the past. 
In my judgment, the dominating cause 
today is difference in ideologies, that is, 
difference in the political and economic 
ideas and practices of Communism and 
Capitalism. 

That the fundamental force which 
divides Russia and the United States 
is inthe realm of ideas rather than in 
the realm of tangible economic inter- 
ests does not mean that the conflict is 
unimportant or unlikely to break out 
in war. Religious wars were fought over 
ideas, too, and wars of religion have 
been notable for their fierceness and for 
the implacable enmity of the rivals. 

The world today is divided into two 
kinds of opposing social systems: Com- 
munist and Capitalist. Russia repre- 
sents the center and focus of power 
of the Communist world, and the 
United States represents the center and 
focus of power of the Capitalist world. 
Surrounding these two major powers 
are other countries espousing social sys- 
tems at various stages intermediate be- 
tween Communism and Capitalism. 
These other countries are oriented more 
or less definitely either toward Russia 
or toward the United States. 


Communist Insecurity. The Russian 
world is engaged in a vast experiment 
to determine whether a people can live 
successfully and happily in a society 
organized along Communist lines. The 
Communist system is, however, on the 
defensive. It has not achieved the 
golden age promised by its leaders. It 
has brought bureaucratic red tape, 


me 
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hardship, starvation, and suppression. 
It has not produced the high standard 
of living, the equality in income, and 
the flowering of human rights that had 
been promised by the Revolutionary 
leaders. True, many of the difficulties 
of Communism are attributable to the 
war and the necessity to prepare for 
war. Yet, even with due allowance for 
the effects of war, it has been demon- 
strated neither within Russia nor 
abroad that Communism is the answer 
to the political and social needs of the 
20th Century. Communist leadership 
knows this and is basically apprehen- 
sive about its position and about the 
- future of the social system to which it 
is committed. This apprehension is re- 
inforced by the teachings of orthodox 
Marxist doctrine, which holds that 
Communism cannot survive in a capi- 
talist world and that the security of 
Communism can be assured only if it 
becomes world-wide. This doctrine is 
reinforced in the minds of Russians by 
the fact that Communist Russia has 
been attacked by Western powers twice 
in one generation: first, during and fol- 
lowing the Russian Revolution, and 
second, during the recent World War 
when Russia was invaded by Germans 
who declared that it was their sacred 
mission to stamp out Communism. 
Russian suspicions were also kindled by 
her experiences in the League of Na- 
tions where Russia was “let down” by 
the Western powers when her repre- 
sentative, Litvinov, attempted to in- 
voke the principle of collective security 
against aggressors. As a result of all 
these influences, we have today a sus- 
picious, apprehensive, and desperate 
nation whose leadership is seriously 


worried about the future and which is 
preoccupied with strengthening _ its 
power and its strategic position. In this 
situation, also, it is strongly tempted to 
divert the attention of its citizens from 
internal difficulties and  disappoint- 
ments by directing their attention to 
foreign enemies. 


Capitalist Insecurity. On the other 
hand, the capitalist world, of which 
the United States is the center, is also 
engaged in an equally great experiment 
to determine whether a system of pri- 
vate enterprise and free political insti- 
tutions can survive and prosper in the 
modern world. This system is also on 
the defensive. The United States, in a 
sense, represents the last capitalist out- 
post in the world. Almost all other im- 
portant countries even outside the Rus- 
sian sphere have moved to the left a 
considerable distance. Even within the 
United States, capitalist institutions are 
under attack. There are many prob- 
lems, especially those relating to in- 
equality, insecurity, and unemployment 
that have not been solved within our 
capitalist system. It is true that these 
problems are temporarily in abeyance 
during our present extended period of 
prosperity. But we all know realistically 
that this prosperity probably cannot 
last forever and that, if and when it 
comes to an end, there will be stirrings 
in the populace and strong political 
pressure for increasing governmental 
controls over our economic life. This 
explains, I think, why American leader- 
ship today is fundamentally insecure. 


This insecurity itself explains why 
there is so much conscious effort to 
“sell” capitalist institutions and_ to 


“educate” the public on the virtues of 
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free enterprise, even at a time when 
there is little popular pressure for re- 
vision of our basic institutions. 

Intolerability of Difference. The situ- 
ation in the modern world then, is 
about like this: there are two great 
nations with fundamentally. different 
ideologies and social institutions; and 
the leadership in each nation is plagued 
with profound feelings of insecurity 
and apprehension regarding the sta- 
bility and survival-value of its kind of 
system. 

Under these conditions, the success 
of either of the two great nations in 
operating its kind of social system is a 
threat to the other. For example, the 
achievement of a high standard of liv- 
ing and of economic stability within 
Russia would be an enormous blow to 
capitalism in the United States. Such 
an accomplishment would give great 
appeal to left-wing political movements 
in this country and would endanger 
the very foundation of American pri- 
vate enterprise. On the other hand, the 
success of capitalism is equally repug- 
nant to the Russian leadership. If it 
could be shown unequivocally that the 
United States could operate a system of 
free enterprise with stability, high 
standards of living, reasonable security, 
and social justice, all the props would 
go out from beneath the Communist 
ideology. Russia would then have 
nothing to sell its people and no reason 
for asking them to undergo all the sac- 
rifices she now demands. That is why 
the Communist leadership is so vocal in 
its predictions of an economic collapse 
in this country, so fervently wishes for 
the collapse to occur, and is so obvi- 
ously disappointed as each month goes 


by without bringing the expected 
downfall. As a matter of fact, one of 
the leading Russian economists, Vargas, 
has been in disgrace because he has 
predicted a long period of prosperity 
in the United States, a prediction that 
is directly contrary to orthodox Marx- 
ist doctrine, which holds that capitalist 
countries are always inevitably subject 
to frequent and violent economic fluc- 
tuations. 

My main conclusion, then, is that the 
present state of tension between Rus- 
sia and the United States is due pri- 
marily to the fact that the two coun- 
tries are trying to operate different 
kinds of social systems with different 
ideologies. 

The point I am trying to make was 
recently expressed by an eminent psy- 
chiatrist. He said that when groups are 
insecure they cannot accept differences 
between them and other groups. The 
very existence of the difference is an 
admission that things could be another 
way. The difference is regarded as an 
insurmountable threat. Therefore, each 
group organizes itself tightly to resist 
the threat of the other group. Instead 
of accepting differences and living with 
them in a spirit of mutual give-and- 
take, they become aggressive in their 
reactions toward one another. 

The nearest historic parallel to the 
present situation was in the relations 
between France and other European 
countries during and after the French 
Revolution. The effect of the over- 
throw of the French monarchy was 
electric throughout all countries having 


large remnants of feudalism. The very | 


existence of a near-by country which 
had overthrown its monarchy was a 


YP 
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threat to established institutions 
throughout Europe. The ideological 
differences between the European aris- 
tocracy and the French democratic 
leaders were surely a significant factor 
leading to the Napoleonic wars. 


é 


Conclusions 


Now what is the significance of the 
conclusion that the present state of 
tension is primarily ideological? First, 
it means that the danger of war is not 
therefore less than it would be if the 
conflict were over territories or colo- 
nies. Second, it means that the issue 
cannot be settled by giving Russia this 
territory, or that colony, or that trade 
concession, or any material thing. Set- 
tlement can come only through an ac- 
commodation based on the principle 
of live and let live, or arrived at 


_through the evolution of both societies 


toward more compatible social struc- 
tures and ideologies. 

On the other hand, there is nothing 
but the unwillingness or inability of 
Russia and the United States to tol- 
erate ideological differences that pre- 
vents good relations between the two. 
For example, there is inherently noth- 
ing that prevents a fruitful commerce, 
abundant cultural relations, free move- 
ment of peoples, and a general spirit 
of mutual respect and tolerance be- 
tween Russia and ourselves. But it will 
not be easy to persuade the Russians 
with their ideological fixations, their 
iron curtains, and their overwhelming 
suspicion. It is an open question 
whether there can be any common 
meeting ground between social systems 
so diametrically opposed as Commu- 
nism and Capitalism, or whether the 


peoples of the two ideologies can ever 
learn to understand and to trust one 
another. And so, if one is realistic, he 
must conclude that at best many long 
years will be required to reach an 
accommodation with Russia. We must 
look forward, I think, to many years 
of cold war, armed truce, unpleasant 
incidents, fear of war, rearmament, 
jockeying for position, aggressive prop- 
aganda, attempts to foment strife in 
capitalist countries, and all the un- 
pleasant things we have experienced 
during the past several years. The dif- 
ferences are too fundamental, the issues 
too vital and too close to the interests 
of the leadership in both countries, to 
make possible an easy adjustment. 

On the other hand, I do not believe 
that war is near or that it is wished 
by the leadership or the people in 
either Russia or the United States. In 
both countries the desire for peace and 
the need for peace are overwhelmingly 
great. Russia, in particular, is in the 
midst of a gigantic effort to rebuild 
and restore the country after the 
devastations of war. She needs a long 
period of peace in which to give the 
people some of the goods and the 
leisure and the security that have been 
promised by the Communist leadership. 

It is reasonable to expect (or at 
least hope), therefore, that full-scale 
war may be postponed for several or 
even many years. In the interim, we 
can hope that the needed accommoda- 
tion with our ideological opposites, the 
Russians, can be achieved and that the 
disaster of war may be averted alto- 
gether. One of the factors that makes 
one hopeful on this score is that the 
with modern 


consequences of war 
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weapons are obviously so terrible and 
the danger of total annihilation so great 
that leadership both here and abroad 
may become united in seeing the ab- 
solute necessity of avoiding war at all 
costs. My better judgment tells me, 
however, not to count on this. 

But regardless of whether we shall 
eventually avoid war, we can be fairly 
sure that in the years immediately 
ahead, even though we may not be at 
war, neither will we be at peace. We 
shall not be able to disarm or to relax 
our vigilance. 

As a recent editorial in the London 
Economist states: ““The true course for 
the Western nations to pursue is to do 
everything that is necessary to make it 
clear to everybody that they both can 


and will defend the present boundaries 
of the free world, and to prove within 
those boundaries that their way of life 
is stronger, richer, and more appealing 
to men’s minds than the doctrine and 
practices of Soviet Communism.” 

In this state of affairs, we must ex- 
pect a continuation of large budgets 
for the armed forces and in support of 
our foreign policy. The resulting large 
expenditures of the Federal govern- 
ment — I would not venture to suggest 
how large they may become — will be 
a powerful force supporting the level 
of production, employment, and prices 
in this country. Although business 
fluctuations and recessions may lie 
ahead, they will probably be mitigated 
by the necessities of our foreign policy. 
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The Merchants’ Merry-Go-Round 


Rosert D. Loken 


Professor of Management, University of Illinois 


FOR MORE THAN three years the mer- 


chants of the country have been 


_verbally “girding their loins” for that 
fateful, on-rushing day when their lush 


and lenient “‘Seller’s Market’? would be 
replaced by the old rough and tough 


_“Buyer’s Market.” Now that the long- 


heralded day has actually put in an 


appearance, at least in certain retail 
areas, the average merchant finds his 
staff woefully inadequate to cope with 


the “new” customer attitudes. Despite 
_all the “planning” which was done to 
get ready for this very situation, few 


stores actually did anything to ease the 
strain and bruising which must result 
whenever people, primarily salespeople 
in this case, are forced into a new mold. 

The only basic modifications re- 
quired by the ‘“‘new’? market are 
changes in the habits and attitudes of 
those persons employed in_ buying 
merchandise for sale, or in actually 
selling that merchandise. Since, in most 


stores, management maintains close 


personal control of the buying function 
the problem narrows down to one of 


retraining the sales force. Some stores 
have made great strides in this under- 
taking; many stores have done little or 
nothing about it; but most stores have 
made sporadic, “shot-in-the-arm,” and 


rather futile attempts to meet the 


problems. 

To the average merchant the main 
threat in the Buyer’s Market is the 
alarming increase in expense ratios. 
The typical solution to the problem of 
higher operating expenses is for the 


merchant to break into a dervish dance 
of expense control and cost reductions. 
For a period of days — or weeks — de- 
pending on the memory-span of the 
boss, the entire store from bottom to 
top suffers agonies of strangulation as 
each nickel and dime is squeezed of its 
very essence. Coincident with these 
“economy drives” there usually appears 
a strong (and expensive) sales promo- 


_tion program to drive customers into 


the store. And so the employees find 
themselves caught between two fires — 
the expense axe on the one side and 
increasingly critical customers on the 
other. Under such pressures something 
has to give way. That “something,” in 
this case, is the employees’ morale. It 
appears to the rank-and-file employee 
that everything but the employee is 
included in the planning. 

This is an illustration of the oppor- 
tunistic attitude which most merchants 
have with regard to their personnel 
programs. It is the type of business 
shortsightedness which has governed 
retailing for a generation and has cost 
the average merchant thousands of 
profit dollars. This failure to operate 
under a planned personnel program is 
largely responsible for the excessive 
personnel turnover rate in stores during 
the past twelve months. This turnover 
rate was more than 50 per cent, 
whereas the rate for industry in the 
same period was only half as large. 

While a drive to reduce expenses 
may show immediate savings, they are 
from the long 


“expensive” savings 
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view. Consider the reaction of the It should be obvious that the task of © 


rank-and-file employee when top man- 
agement decides that costs must be cut 
—that the frills must go. The net 
effect on the employee is always a 
heightening of insecurity. The old fears 
are aroused: “Maybe my job will be 
cut next.” Everyone gets jittery and 
the oldtimers sigh and wearily remark: 
“Here we go again!” 

It is a constant source of amazement 
that the same merchant who spends 
days or weeks planning a special pro- 
motion, or laying out seasonal buying 
plans, operates in the personnel field 
on an “off-the-cuff” basis, with almost 
no planning at all. Yet these same “un- 
planned for” employees are the people 
who can make or break the carefully 
master-minded sales plans. 

Though there are many excellent 
reasons for planning a personnel pro- 
gram, perhaps the strongest is the ap- 
peal to the profit motive. At present 
there are approximately 15 million peo- 
ple employed in trade and service busi- 
nesses over the country. With turnover 
at the present level of 50 per cent, this 
means that 714 million of these em- 
ployees changed jobs last year. Even if 
the cost of replacing each employee 
is figured at the bare minimum of $100 
for costs of hiring, training, and lost 
sales, the merchants paid a tremendous 
price for the privilege of not planning 
their personnel operation last year. At 
$100 each for 714 million replacements 
their bill was $750 million — three- 
quarters of a billion dollars thrown out 
the window! Even if they had cut this 
figure in half, as industry did, and kept 
turnover to a “reasonable” 2 per cent 
a month, the savings would have meant 
a tidy $375 million in the black. 


raising the level of the sales force of a 
store to meet the more exacting de- 
mands of the Buyer’s Market would be 


greatly simplified if the rate of em- — 


ployee turnover could be reduced 
through better personnel programs. 
Under present conditions the “average” 


salesperson stays on the job for only 


six months, which is hardly sufficient — 


time to develop the seasoned, profes- | 


sional salespeople required by custom- 
ers today. This becomes even more 
important when it is realized that this 


means that many salespeople don’t last 
even two months on the job. One un-— 


trained salesperson can antagonize 


more customers than a good promotion | 


can bring into the store. 

Even more disastrous is the fact that 
turnover, like inflation, tends to be self- 
perpetuating. The fact that large num- 
bers of people quit their jobs in turn 
influences coworkers to quit also, and 


_ a spiraling effect develops. Worst of 


all, this condition gradually becomes 
publicized and results in poor public 
relations, which in turn lower the level 
of applicants applying for work in a 
retail store. Stores have little prestige 
value for the labor force of the country. 
They occupy a low rung on the em- 
ployment ladder, as evidenced by the 
expression heard regularly among those 
looking for jobs: “Oh well, if worst 


come to worst I can always get a job 


as a clerk in a store.” 

On the whole, retailers have done an 
excellent publicity job of selling their 
wares to their potential customers. 
They have done a poor job of selling 
the merits of stores and their impor- 
tance in the community. A national 
survey was conducted last year by the 


| 
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Opinion Research Corporation to find 
out what the public thought about 
some of our community services and 
Anstitutions. The results of this survey 
underline the need for an organized 
program of public and personnel rela- 
tions in stores. In answer to the ques- 
tion: “What is your town’s most im- 
portant business?”, stores come out at 
the bottom of the list, below utilities, 
insurance companies, banks and finan- 
cial institutions. In fact, “stores” were 
mentioned by only 10 per cent of the 
people polled. In answer to the ques- 
tion: “Which business pays the best 
_wages?”, stores again took last place. 
To the question: “Which business has 
the best employee benefit plan?”, the 
answer put stores next to the last. To 
the question: “In which business is the 
public treated with the most courtesy 
and friendliness?”, the public answer 
again put stores next to the bottom. 
Answers to other questions were equally 
disparaging for the stores but these few 
examples should make the point with 
sufficient strength. The public thinks 
that: (1) stores aren’t important; 
(2) stores pay poor wages; (3) stores 
pay scant attention to employees; and 
(4) stores make little effort to be 
friendly and courteous. 

In actual fact, none of these “public 
beliefs” are true. Stores play a very 
important and vital part in community 
life; they pay good wages; they invest 
a great deal of effort and money in 
employee benefits; and they maintain 
a high level of courtesy. Unfortunately, 
it doesn’t matter what the facts are if 
the public doesn’t believe in their truth. 
In a nutshell — stores have not “sold” 
themselves, their services, or their poli- 
cies to the public. This public relations 


failure is costly both in terms of profit 
and in terms of caliber of employees 
attracted. After all, no one looking for 
a lifetime career would deliberately 
select a field of work which is held in 
such low esteem. 

As further evidence of this failure 
to “sell” retailing to the public, a re- 
cent survey conducted among all gradu- 
ating high school seniors in California 
showed that only 114 per cent had 
ever taken even a single subject in the 
retailing field. Even more alarming, 
only 3 per cent expressed any interest 
in employment in retailing establish- 
ments. Only 3 per cent want jobs in 
stores; yet 25 per cent must eventually 
accept such jobs, since a fourth of our 
employed population works in this 
field! This means that over 20 per 
cent of these young people will take 
retailing jobs only with reluctance or 
after exhausting all other possibilities. 

Analysis at the college level reveals 
the same pattern. Even among gradu- 
ates of our specialized colleges of com- 
merce, colleges set up specifically for 
training in business, retailing ranks very 
low as an occupational choice. An 
analysis of the figures from one college 
of where these graduates actually go to 
work shows that last year only 11 per 
cent accepted jobs in stores. The re- 
cruitment picture, spotlighted by these 
surveys, is certainly not promising. 

What is the solution to this problem 
which confronts the average retailer? 
There is no one answer —no patent 
medicine remedy which will act as a 
cure-all. Certainly the evidence is over- 
whelming that a better public relations 
job must be done if the retailer is ever 
to get off this costly merry-go-round. 
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But good public relations start at home. 
The “public” forms its attitudes and 
beliefs on evidence obtained from per- 
sonal experiences and from comments 
made by friends who are employed by 
the stores. In other words, store em- 
ployees and the descriptions they give 
to their friends in the community 
largely determine how the “public” 
feels about stores. Therefore, the mer- 
chant must first “sell” his own em- 
ployees on the benefits, values, and 
importance of his store. To do an effec- 
tive selling job of this type the mer- 
chant must have something to sell — 
-namely, an effective, planned personnel 
program. Which brings us back, full 
circle, to our starting point. 

The days of expediency are running 
out. The pressure is mounting, and it 
will continue to rise in the field of re- 
tail personnel relations until such time 
as merchants generally accept the thesis 


that commercial enterprise can be 
profitable only through intelligent use — 
of people. This thesis was accepted 
twenty years ago by industry, to its 
continuing benefit. All that is necessary — 
is to provide employees with planned 
job security and job satisfaction — and 
to let them know about these plans. 
The resultant drop in the personnel 
turnover rate alone will more than pay | 
for the time, effort, and dollars ex- 
pended on the plans. It is the one sure 
means of getting off the personnel 
merry-go-round, and of raising em-, 
ployee morale, public esteem, and the! 
level of applicants for careers in the 
retail field. 

The retailer is the most important 
single link in our economic chain. Re- 
tailing can become a badge of distinc- 
tion rather than a “last resort” job. 
The outcome is up to the individual 
retailer. 


| 


; 


Television: Position and Outlook 


Datias W. SMYTHE 


Professor of Economics, University of Illinois 


By 1949 ir 1s apparent to tens of mil- 


lions of persons, in no way connected 


with the industry, that television is here 
to stay. It is a bewildering art, through 
which wrestling’s “grunt and groan” 
form of theater entertainingly invades 
homes accustomed to other recreational 
pursuits. Television (or TV, as we shall 
hereafter call it) costs a lot to produce, 
as well as to receive, but offers attrac- 
tive opportunities to many in direct or 
indirect employment, or as_business- 
men. It is a disturbing new industry in 
many ways: to other industries through 
its competition for consumer attention 
and money, to educators, to the Fed- 
eral Communications Commission, and 
to legislators. It is loaded with problems 
and promise. 

The task here is to appraise TV’s 
position at the threshold of 1949 and 
to indicate some trends and problems 
in its future. So numerous and un- 
charted are the variables in TV that any 
precise statements as to its future must 
be taken as approximations. As Chair- 
man Coy of the FCC puts it, 


Even men who are sinking millions of dol- 
lars of their own money into television are 
leaning heavily on intuition. It is a business 
in which there are no blueprints and in 
which everyone sees through a glass but 
darkly. It is a business that deals with 
sight but is played by ear. 


To write on TV today implies either 


} 


: 
: 


_ proportions, 


expert ability to predict, or temerity. 
But since almost everyone in the new 
industry has these qualities in varying 
the writer is in good 
company. 


In contrast to the slow, fumbling be- 
ginnings of AM (amplitude modula- 
tion) radio twenty-five years before, 
TV was off to a fast start when it got 
the green light less than three years 
ago. Preceded by a long, skillful, and 
expensive public relations build-up, the 
industry boomed after March, 1946, 
when the FCC denied the Columbia 
Broadcasting System’s request for com- 
mercial authorization to use color as 
well as black and white TV. This vic- 
tory for RCA was understood to mean: 
Let’s have black and white now; color 
will have to wait. Since then more than 
three hundred applications have been 
filed with the FCC for TV stations. 

The hubbub attending TV has rather 
effectively blanketed out the attention 
given to a much greater increase in 
the number of FM (frequency modula- 
tion) stations on the air. Why? Basi- 
cally, the reason is that TV has ridden 
the wave of an abundantly demon- 
strated consumer interest and that it 
appeals equally as much, if for varying 
reasons, to advertisers, to radio equip- 
ment manufacturers and dealers, and 
to enterprisers interested in staking out 
for themselves a portion of a very 
powerful and limited public domain — 
TV frequencies. For analytical conven- 
ience the problem may be approached 
in terms of several questions. First, 
where, how much, and what kind of 
service will there be? The logical sec- 
ond question is: What sort of effects 
will TV have? 
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Where, How Much, and What Kind 


of Television Service? 


Where will the service be? At the 
end of the war there were 6 TV sta- 
tions on the air; at the beginning of 
1948 there were 19; as this is written 
there are 57 on the air, with others 
coming on at the rate of one to three a 
month. Competent estimates are that 
by the end of 1949 there will be be- 
tween 100 and 120 stations on the air, 
and that by 1951 there will be 400, 
the service area of each having a 


radius of about 40 miles. All the present. 


57 stations are located in 30 metro- 
politan areas. They are listed in column 
(1) of the table. The largest group of 
TV communities —12 in all—dis in 
the Atlantic Coast tier of states. The 
North Central States have 8 TV com- 
munities. At present 23 states have at 
least one station each. The aggregate 
population in the areas now receiving 
TV service is about 48 million.’ 
Television is now broadcasting under 
a plan which allocates stations to 12 
channels between 54 and 216 mega- 
cycles. The allocation plan, it may be 
explained, is a geographic spacing of 
station assignments designed for best 
use of the available channels, with 
regard to interference of stations,on the 
same channels and on adjacent chan- 
nels. In designing the present allocation 
plan for this “low” band, the FCC 
planned for about 400 stations to serve 
some 140 metropolitan areas. It was 
expected that about half the total popu- 


*Counting population in metropolitan 
areas but not in remainder of TV service 
areas, according to the most recent Census 
data. For about half the communities data 
are as of 1947; for the remainder, as of 
1940. 


lation might obtain service with sets 
built to receive in this band.” 

A nation-wide service for the whole 
population is not possible in the present 


state of the art in the low band. Ex- — 


perimentation has been going on for 
several years on the propagation char- 
acteristics of the “high” television band 


(475 to 890 megacycles), which the 


FCC had assigned to TV in 1944 with 
the express purpose of providing sufh- 
cient spectrum space to permit the 
development of a “truly nation-wide 
and competitive system.” 


‘. S an 
Meanwhile, the interference experi- © 


enced by the new stations which went 
on the air in the low band proved to 
be more serious than had been antici- 
pated by the industry or the FCC. Con- 
sequently in September, 1948, the FCC 
“froze” its processing of new applica- 
tions for stations, pending study by 
Commission and industry engineers of 
the best methods of combating propa- 
gation problems encountered. It was 


announced at the time that processing ~ 


might be resumed at the end of six 
months. or shortly thereafter. As a re- 
sult of this freeze, some 313 applications 
for TV stations are in the Commission’s 


pending file. 


Applicants who had already been 


given their construction permits, how- 
ever, were allowed to complete station 
construction and begin operations. At 


*A “band” consists of a number of chan- 


nels assigned by the FCC for a particular 
radio service. The TV channels below 216 
MC have been assigned for commercial TV 
service. The “high band,” assigned for ex- 
perimental work in both black and white 
and color TV, is between 475 and 890 MC. 
Because engineering standards have not been 
determined in this band, no allocation plan 
is yet prescribed. 
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PRESENT AND PROSPECTIVE TV STATIONS, 
FEBRUARY, 1949 
VISIBLE SUPPLY OF ee, ASSIGNED 
| TV Stations aaa 
APPLICATIONS 
COMMUNITY 
OR the oi Under con-| ral Station Applications 
struction assignments | in hearing 
(1) (2) (3) (4) (5) 
ATLANTIC COAST 
Re Onehalad acs very z.<o- sles x a aks she ie 2 
Boston—Waltham........... 2 1 3 2 8 
Fall River—New Bedford.... 1 3 
Springfield—Holyoke........ 1 2 
\WIGHGCRTS Se rent ae eee 1 2 
Haverhill—Lowell—Lawrence. 1 2 
BPEL ATONC Soo. Se sce ee Se i i & 
PNGWHEVAV ER c5z< ss ce. bo | 1 1 ae =a 
PUGRDULY so.) os sexe ooh «0's — 43 1 D 
MAOVIGCNCE fe... och enw ses 3s * 1 1 1 1 
Albany —Schenectady—Troy. . | 1 ee 1 3 5 
Bream... se ess 3 . is 1 1 P= aE 
Buffalo—Niagara Falls....... 1 ne 1 2 5 
New York—Newark......... 6 1 il ae a 
INOCHEStEES © cat siccpiccse/ers Soe) zs 1 1 2 3 
PAR ISC Risin s cp nih 2 jeans + 1 2 3 
MICAS ROME 6 os 6 aches oe 2 2 ate ae 
NULETOECG C1 9 Aran eae 1 3 
Allentown—Bethlehem—Easton a ‘fo 1 4 
DSCs. oS 6 ee eee 1 1 aie an 
BRING OUE sce soe tie ce os | ne i 1 2 
SS ee 1 1 
| LANVTOR SI Ea ek eee 1 1 =e = 
merniladelphia............... 3 3 1 2 
CSTE ee | 1 1 3 7 
CAGED GEM ee cPese8e ole cic v¥0 eVlajeek 7 | 1 2 
Wilkes-Barre—-Scranton...... 2 2 
OMS, Joa On oR ee wg a 1 2 
Wilmington (Delaware)..... ee 1 1 
BSATEIMOTE Ma ieiassrds cscs. 0s 3 3 
eyvasnington,.D. GC... sce... | 4 4 ae ee 
CICLO 76 03 6 6 DOA eRe eo 1 re 1 3 4 
MN OTLO lice ov tec eth ovcteere s 1 1 
MEUEMINCION, 6600... 1 1 635 a 
MBE AELOLEO sity eases aed sudtce as 1 1 2 3 
ME TECUSDOLO dees reir 0) steaks. 1 1 ae Be 
PER ANIE AVA oi Alte oho c8e ian oie oes 2 1 3 1 3 
gC al | CO eee 4 4 


PRESENT AND PROSPECTIVE TV STATIONS, 
FEBRUARY, 1949 (continued) 
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VISIBLE SUPPLY OF 
TV SratTIons 


“FrozEN” ASSIGNED 
CHANNELS AND 


APPLICATIONS 
COMMUNITY 
. |Under con- Station |Applications — 
On the atr struction See assignments | in hearing 
(1) (2) (3) (4) (5) 
ATLANTIC COAST 
(concluded) 
INDE os Semi e tinea 1 1 2 5 
Stabetetsburee ee eile a 1 
Total, Atlantic Coast...... 26 24 50 37 The { 
NORTH CENTRAL 
JAUSRG) Uns Gch RIES OD OCeOrR 1 2 
Bellaire—Wheeling.......... - oe 1 2 
(Cinema tivegers-vicc rae ce 1 2 3 1 1 
Glevelandeew.c cresting oo ek | 2 1 3 z 5 
(@oluibuscsee ccc cures ae 3 3 
Day tote scmvaiete ics aieveuse sie s = 2 2 
UOC, can anosdoddo0 wens 1 1 2 2 
WOUMMOWNG chces6 ud oc one an . 1 3 
Bloomington (Indiana)...... 1 1 ay: 
Midianapoliseressiys ri cea: i 2 2 Z 4 
@hicaG One sitters fae ee oars 4 4 3 5 
DEON NS ere ents tmtleee sk 2 2 ; 
‘Rock Island—Davenport... .. ae 2 2 re 
WDetroitiee vais scot cus arewe ines 3 3 1 Zs 
ILuliinnitegewaetes =, sieeFoaoue ts (oS deebees acs 4 1 2 
Grand Rapids.) < sonra. srs 1 1 
ISAIENTEVAOO, doo adanee woe dae 1 1 
HOATAS IM ese enee Popes d50) siclsie 5 6. i 1 Ds 
RARSON alate sash ace mace ws = 1 2 
IM Wctukeelpatine te iaamy. «c2 1 He 1 3 5 
Minneapolis—St. Paul....... 1 2 3 2 1 
ANIRES x 015% oni a Oe eRe 1 1 z. A 
IDES INTO YIYES Golan 6 oo doe cee se 4 » 
ST EOUISM eA cia oko bites 1 < 1 5 6 
US TSRIS C115 06a es ee 1 3 6 
SOM OScp lie arte sion ca arches o 1 2 
@miahanegayonts «cori dos oe 2 D 1 2 
Total, North Central...... 14 247 38. "or eR 
SOUTH CENTRAL 
MO MISWill ema cts nthe w.c.s onc | l 1 2 
INFOII DUIS italien ss e's << ss a 1 
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; PRESENT AND PROSPECTIVE TV STATIONS, 
Z FEBRUARY, 1949 (concluded) 
: VISIBLE SUPPLY OF epee ASSIGNED 
TV Srations eS Ne 
: APPLICATIONS 
COMMUNITY 
Ones Under COM) oral Station Applications 
struction assignments | in hearing 
(1) (2) (3) (4) (5) 
g SOUTH CENTRAL 
(concluded) 
PN asiivillest ccs. che dae shade, 1 1 
Ca i 2b ie 2, Be op: 
IN CVs ICANIS es wc. coe pees 1 2 3 2 2 
Widahomat City <s.....-..0... 1 1 ate . 
Meelisace eet Se, 1 il 2 5 
«LDS os 2 2 Dias 4 
PGrsE WVGietd 05) ee 1 1 4a =e 
/SOUSROT 4 Ae Se 1 as 1 3 a 
ByATPATILOMMO Ns cee ce ons ce bs 2 2, - 
Total, South Central...... By 12 17, 9 16 
MOUNTAIN 
“DYSONGIEy oes ee ee a me 5 6 
PNHOUIOMLENC Cis er i. mois ceets 1 ve 1 
«IR LEYSYEVtTD <4 a er i 1 1 
Alt ake Citye sti. sae oy oe 1 1 2 
OLGA NTOUNTAID. 0s a. 50+ 2 4 i 6 
PACIFIC 
HoneGiOmmrecnse Totsitesiwios s/o sats mS fe 4 6 
BEGSE TIO CLES Ge ec cide 8G we i es 7 e . 
San Francisco—Oakland..... 2 1 3 3 6 
PURVCECIOS Secaee i 1 52 oe 
BeeActAMICNHtO.. 6 es... “ re 3 3 
MPSA COO acl ca toie cea ed as 1 1 3 4 
S20, || ONES eee ee es 1 2 
STOEL Genco eee 1 1 a ie 
TB %e le i 33 1 1 4 5 
Meat Cr is hekticre sce asian | 1 3 6 
UDMA HOG TOs) Dee cHO 10 5 15 21 32 
GRAND TOTAL, 
WWINITED-STATES« 2c... -: By 67 124 107 186 


Source: Tabulation of TV grants and applications released by FCC as of January 1, 

1949, with adjustments for changes up to February 28, and the valuable “Television Rates 
and Fact Book” published by Television Digest and FM Reports (Washington, D. C.). 

: “ Toledo is shown as having a total of 3 channel assignments in an FCC release, pub- 

lished in Broadcasting, January 10, 1949, although the FCC Allocation Plan apparently 


_ provides only one channel. 
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the first of 1949, 67 stations are in this 
category. These provide the current 
additions to the ranks of operating sta- 
tions. (See column (2) of the table.) 

How many of the additional 313 sta- 
tions may be accommodated on the 
low band cannot be decided at this 
time. The operating techniques which 
may be required of them and of the 
existing stations in order to provide a 
maximum of service on this band are 
also undetermined. Engineers are ex- 
perimenting with various techniques. 
’ Synchronization of TV carrier signals 
is one means which might avoid inter- 
ference to a certain degree. Directional 
antennas, of course, are another pos- 
sible crutch. Within reasonable limits, 
engineering skill, backed up by the 
economic resources available to equip- 
ment manufacturers, may safely be 
counted on to reach a viable solution 
of the present impasse. It almost always 
does. Because of the momentum of TV, 
an end to the freeze sometime in 1949 
is very probable. 

While the freeze lasts, however, the 
immediate potential television service 
is limited to the 124 stations now on 
the air or holding construction permits. 
Where will these stations provide serv- 
ice? A total of 68 communities, includ- 
ing the 30 already served, will have 
television stations when the “visible” 
supply of stations are all on the air, as 
may be seen in columns (2) and (3). 
The additional TV communities will be 
distributed among geographic sections 
much as are those with currently op- 
erating stations. About nine million 
people will receive service in these 38 
communities. Together with those now 
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million people, or about 40 per cent 
of the population, are virtually assured 
of TV service in the low band.* 

Apart from the “visible” stations, a 


4 


receiving service, therefore, about 57_ 


3] 


number of the 300-odd frozen applica- i 


tions are very likely to result in actual — 


operating stations in the low band. 


About 24 communities besides those — 


previously referred to will have no 
service (although eligible for it under 
the present allocation plan) unless the 
eventual “thaw” gives them some. In 


this connection see columns (4) and j 


(5). All the applications from these 
communities were “in hearing” when 
the freeze hit them. They include cities 
as large as Denver, Des Moines, Fresno, 
Sacramento, San Jose, and Hartford. 


In these 24 communities some 66 ap- 


plicants are tied up in hearings in com- 
petitive efforts to obtain about 38 
licenses (which were available under 
the original allocation plan prior to 
the freeze). It seems altogether likely 
that after the freeze is over, most of 
them will be provided with some sort 
of service. The applications in hearing 
status also include about 120 located 


in some 30 communities which are 


already assured of at least some TV 
service. Probably many of these will be 
granted when the freeze is over. Among 
them will likely be some applications 
for additional stations in such cities 
as Boston, Kansas City, and San 
Francisco. 

In summary, then, the present state 
of the technique indicates that no less 
than 68 and perhaps as many as 92 
communities will have low-band TV 


*See footnote 1. 
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On 
the basis of present indications, no less 
than 124 and perhaps as many as 231 
é stationg may eventually operate in these 
: cities. While it is impossible to predict 
accurately the total number who will 
receive low-band service, it seems clear 
that this population will be virtually 
“restricted to urban areas and, for the 
most part, to metropolitan areas.® 
_ Twelve states, with a total 1948 popu- 
lation of about 12 million, are not 
assured of having even one television 
station. 

Will the rural and an appreciable 
_ portion of the urban population be able 
to look forward to receiving TV on 
the “high. band,” if not the low? 
Smaller cities than those now acquir- 
ing TV will get stations in the high 
band, if and when it is parceled out 
for commercial use. The radio manu- 
facturers and the FCC are considering 
possible allocation plans and engineer- 
ing standards in contemplation of such 
disposition of the high band within the 
next year or two. But so long as trans- 
-mitters located on the ground are the 
basis of the allocations, full rural cov- 
erage by TV is hardly within the pres- 
ent perspective. 

It may become technically feasible, 
however, to provide substantially na- 
_ tion-wide television service by the use 


sometime after the freeze is over.* 


_ *The 30 already served, plus 38 depend- 
ent on current construction, plus 24 where 
frozen applications in hearings now prevent 
even one station from operating. 
* Counting present channel assignments as 
stations in the communities where all chan- 
nels are frozen in hearings. 
_ °€xcept for the rural audience which may 
receive service from near-by cities or from 
the small number of stations whose antennas 
are located on convenient mountains. 


of “stratovision” —a system of broad- 
casting from high-flying airplanes. In 
contrast to a service area of perhaps 40 
miles from ground stations, stratovision 
is reported to serve hundreds of miles 
from a single airplane. According to 
its developers, a fleet of 20 airplanes 
could thus provide stratovision service 
to the entire country. Although only 
incomplete data are available, it ap- 
pears that the cost of providing service 
by stratovision compares favorably with 
that of providing it by ground stations 
interconnected by coaxial cable or 
radio relays. The ultimate issue on 
which the possibility of stratovision 
appears to rest, however, is that of pub- 
lic policy. Already, men who in AM 
have opposed power in excess of 50 
kilowatts have expressed opposition to 
stratovision on the argument that to 
give the operators of stratovision con- 
trol over TV program service would 
be to vest too much political, social, 
and economic power in too few hands. 
In any event, however, stratovision 
might be licensed to provide service to 
selected, and otherwise unserved, areas. 

Not the least of the uncertainties sur- 
rounding the kind of service the high 
band may provide is the question 
whether after all it will be available 
for any TV service. While it is true 
that the Federal Communications Com- 
mission has allocated the space between 
475 and 890 MC for TV, its authority 
to allocate spectrum space is not un- 
qualified. The President may make al- 
locations for government services. And 
the armed forces are reported to be 
seeking this very portion of the spec- 
trum for military uses. 


Bis 

Assuming that TV is permitted to 
use the 475-890 MC band, however, 
when may we expect it actually to 
bring service to rural areas and small 
towns? Admittedly, there are technical 
problems of equipment design and per- 
formance in this little-charted area of 
the spectrum. These technical barriers 
are delaying the actual development of 
television in that area. Their solution 
is complicated by differences of opinion 
as to what kind of TV there should be 
in the high band. Is color TV feasible 
in that band in the present state of 
the art, or must color await the devel- 
opment of techniques in still higher 
frequencies? Would spectrum require- 
ments for color permit sufficient chan- 
nel assignments? Alternatively to either 
color or black and white under present 
standards, could the high band be en- 
gineered to obtain the advantages of 
higher definition black and white TV? 
Should the high band be reserved for 
either of these alternatives? In reaching 
decisions on such technical issues, pub- 
lic agencies necessarily must cope with 
the fact that the proposals for high 
band television as advanced by equip- 
ment manufacturers are naturally 
colored by their economic interests. 
The momentum achieved by TV in 
recent months is likely to bring some 


*“Tndustry witnesses seem to be in accord 
on utilizing the high band —or a substan- 
tial portion of it — for the present television 
system. It seemed to be the consensus that 
high definition black and white or color 
would have to await future research and de- 
velopment. It is almost unnecessary to ob- 
serve that such a position is compatible with 
their present interests.” Chairman Wayne 
Coy, FCC, speech before Radio Executives 
Club and the Advertising Club, Boston, 
January 25, 1949. 
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solution to the high band problem be- | 


fore the end of 1949.® 


The eventual timing of the shift in — 


attention to the development ef rural 


service, and of color in the higher por-— 


tions of the spectrum, will also, of 
course, be influenced by public policy 
on such issues, as such policy is ex- 
pressed through Congress and the FCC. 

How much television service will 


there be? This question may be ap- 
proached in terms of the number of 


i 
| 


} 
| 
| 
| 


various program services available to _ 


the viewer, in terms of the strength of | 
the signals, in terms of hours per day of 


service, and, finally, in terms of the 
number of receivers. 


In terms of the number of program — 


sources available, 19 of the communi- 
ties with stations now on the air have 
only one apiece. Four communities have 
two stations each, and seven have three 
or more stations. There are seven in 
Los Angeles, six in New York City (in- 
cluding Newark), and Chicago has 


four. When the stations now proceed- 


ing with construction come on the air, 
there will be 40 cities with one station 
each, 11 cities with two stations, and 
17 cities with three or more. 

In the early months of operation, 
stations frequently operate with less 
than their authorized power because of 
equipment problems. As time passes, 
therefore, the signal strength of the 


*“T think it is extremely unfortunate that. 


the demand for more channels is upon us 
before we are prepared to cope with it. 
The research and experimental work in the 
UHF [high] band lagged as we moved into 
the production of VHF [low band] equip- 
ment. I hope and expect, however, that the 
need for additional channels will be met 
before the current year is finished.” Ibid. 


| 


—: 
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Stations on the air will increase up 
to their authorized limits, with a conse- 


quent improvement in the volume of 


service, provided. 

The hours-per-day of station opera- 
tion are a fundamental aspect of the 
question of how much service television 
will provide. The FCC has adapted its 
rules on this feature of station opera- 
tion to the practical economics of the 
industry. While all stations are licensed 


_ for unlimited time operation, they are 


required only to broadcast a minimum 
of 12 hours per week during the first 
18 months of operation. For successive 
six-month periods of operation, the 


hours requirement rises progressively 


until, after three years of operation, a 
station is required to operate a mini- 
mum of 24 hours per week. 

Over and above these minima, the 
hours of operation are left to station 


_ discretion. The determinations made by 


stations are generally the composite 
result of considering the costs of opera- 
tion in relation to the station rate card 


and the ability of the station to sell its 


time to advertisers. Reserving, until 
later, consideration of the outlook for 
TV advertising, it is important here to 
indicate the bearing of networking on 
the quantity of television service. From 
an economic standpoint networking on 
TV is more necessary than on AM 
radio. Network distribution of pro- 
grams permits the spreading of the very 
heavy program production costs of ‘TV 
over a number of stations. Because TV 
operating costs are very high in com- 
parison with AM radio costs, the 
reduction in costs resulting from net- 
working permits TV stations to develop 
their service much faster than would 


otherwise be the case. Furthermore, 
national advertisers may more readily 
be sold time over a network of stations 
than over the stations individually. 
Until the FCC publishes some official 
cost data on TV it will not be pos- 
sible to analyze these propositions 
statistically. 

During 1948, TV networks were op- 
erated by four companies: NBC, ABC, 
CBS, and Allen B. DuMont.® Some of 
the intercity transmission was accom- 
plished over the facilities of the Ameri- 
can Telephone and Telegraph Com- 
pany (both by coaxial cable and by 
radio relay), and some of it over pri- 
vate radio relay facilities of DuMont 
and Philco. AT&T had for some time 


.been providing its facilities between 


New York and Washington to the TV 
interests on a free basis for experi- 
mental purposes. However, with its own 
widespread network of coaxial cable 
nearing completion of construction, 
AT&T in the spring of 1948 filed with 
the FCC tariffs to establish commercial 
rates for such service. Simultaneously, 
Western Union filed tariffs on similar 
service. These proposed rates were com- 
plained of as unreasonable by the Tele- 
vision Broadcasters Association, and by 
DuMont and Philco, and an FCC rate 
hearing was begun. About the same 
time, a related issue was joined by 
Philco and AT&T, first in the Phila- 
delphia Federal Court, and later, at the 
Court’s suggestion, before the FCC. 
Philco had sought to use the facilities 
of AT&T for TV program transmission 


°DuMont, which is substantially con- 
trolled by Paramount Pictures, Inc., has 
been a pioneer in TV although not involved 
in AM networking. 


ae 
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between cities in connection with inter- 
city facilities of its own. AT&T had 
refused to interconnect on the ground 
that it had facilities available for the 
entire “haul.” The interconnection is- 
sue was joined with the rate case and 
hearings completed on the first issue, 
and at year’s end this record was await- 
ing Commission action.” 

While space does not permit analysis 
of the evidence in these two related 
issues, it should be noted that they have 
profound and long-run consequences 
for the size, structure, and rate of 
growth of the new industry. AT&T 
contended that even at the proposed 
rates the intercity relay of television 
programs would be noncompensatory. 
DuMont argued that small networks 
would be precluded from operating by 
the structure of the rates, which estab- 
lished 8 hours a day as the minimum 
quantity of time for which network 
facilities would be furnished, and by 
the level of rates. It may be noted that 
NBC, CBS, and ABC did not join in 
the attack on the rates, possibly because 
their TV networks will soon be large 
enough to permit economical use of the 
AT&T facilities under the proposed 
rate structure. 


* Meanwhile this issue appears to have 
entered the complaint which the Depart- 
ment of Justice filed against AT&T on 
January 15, 1949. This complaint, according 
to the press, invokes the anti-trust laws in 
an attack on the common-ownership and 
control exercised by AT&T over its operating 
and manufacturing subsidiaries. New York 
Times, January 16, 1949. 

At about the same time, AT&T filed 
amended tariffs with the FCC under which 
interconnection’ would be allowed until 
AT&T developed its facilities for serving 
any area at present unserved, but not there- 
after. 


Rapid progress was made during the 
year in actual network operations, 


largely as a result of a marked expan- — 


sion of AT&T intercity facilities. On 
the Atlantic Coast, during 1948, the 
New York - Philadelphia - Baltimore - 
Washington chain of common carrier 
facilities was lengthened on the south 
to Richmond and on the north to 
Boston. In the Midwest, 
Cleveland, Toledo, Detroit, St. Louis, 
Buffalo, and Milwaukee were linked 
together by AT&T. In mid-January, 
1949, these two chains were joined be- 
tween Philadelphia, Pittsburgh and 
Cleveland, creating a network of. 30 
stations in 17 cities. 


Chicago, — 


a) 


Competing sharply for affiliates and . 


intercity facilities, the TV networks 
have grown rapidly.*1 NBC, for ex- 
ample, had a four-station network in 
January, 1948; a year later it had 25 
stations, and announced that its long- 
run objective was a national network 
of 154 stations serving a total of 85 
million people. In 1948 its TV time 


sales were reported to be 1,000 per cent. 


greater than in 1947. CBS began the 
year with one station and ended with 
a network of 24 stations; it projected a 
transcontinental network of 80 cities 
within three years. ABC in 1948 began 
operation of its own stations in New 
York, Chicago, and Detroit, and ended 
the year with a 20-station network. 
DuMont also greatly expanded its op- 
erations and by January, 1949, had a 
connected network as large as any of 
the others. All the networks - resorted 

4 Because many stations affiliated with 


more than one network, the total of network 


affiliates exceeds the number of stations on 
the air. 


_ 
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to film recordings (known commonly 


_as “kinescopings”) of network programs 
in order to supply programs to affiliates 


beyond reach of wire lines or radio 


relay. 


Expansion of TV depends on the re- 


lation of costs, rates, and the ability to 


sell time to advertisers. While this is 


true and helps to illuminate the eco- 


nomics of networking, it does not tell 


-the whole story. Ultimately, the ca- 
pacity of the individual station to serve 


its viewing public underlies its ability 
to sell time and to charge remunerative 
rates. Therefore a key fact which con- 
ditions the extent of TV service is the 


number of receivers within range of 


the transmitters. At present the public 


has over a million of these receivers, 


of which about 80 per cent were pro- 
duced in 1948. Although this is but a 
small fraction of the number of AM 
radio receivers, it is more significant 
when compared with the number of 
families living in communities with TV 
stations. Moreover, the production and 
marketing of TV receivers is rapidly 
rising. Whereas in October, 1947, 29 
manufacturers were producing home 
TV receivers, the list had grown to 66 


by the end of 1948. Production in De- 
-cember, 1948, of 161,000 TV sets was 
five times the volume a year earlier. 


1949, production fell to 


January, 


-121,000, which, however, quadrupled 


production in January, 1948. Industry 


estimates of production and sales of 


sets in 1949 range from 1.8 to 2.2 mil- 
lion. While these may be optimistic 


estimates, such an accomplishment is 


entirely possible if the allocations 


freeze is lifted in the spring and present 


levels of consumer income continue. 
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The service capacity of TV stations 
is of course more accurately gauged 
when the number of sets in use, the 
number of viewers per set, and their 
attitudes toward TV are considered. 
Thus far TV has registered in the order 
of twice as high a proportion of sets 
in use and twice as many viewers per 
set as AM. The attitudes of TV viewers 
will be considered later. 

In the foreseeable future (i.e., one 
year), we might conclude, viewer inter- 
est may be multiplied several times, 
supporting the sale of more time and/ 
or higher rates for the same time. This 
would speed the growth of the quantity 
of TV service in terms of stations on 
the air and hours of program service. 
Experience thus far indicates that, with 
more service available, viewer interest 
cumulates rapidly and a circular causal 
relation leads to an upward spiral in 
receiver sales and their consequent 
effects. The growth of station and net- 
work revenues which is expected, by 
providing the wherewithal, should 
make possible a vast improvement in 
the quality of TV service. 


What kind of television will there be? 
As to the technical quality of the sight 
and sound which comes to the viewer 
from his receiver, the one sure predic- 
tion is that it will improve. Receivers 
with larger pictures will be available in 
greater quantity and at lower prices in 
the future. Improvements in the tech- 
niques of manufacture, larger-scale 
production, and greater competition 
among set manufacturers will all oper- 
ate to this end. Similarly, the quality 
of the signals emitted by the transmit- 
ters will be improved by the stations. 
Substantial improvement may be looked 
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for in the technical quality of TV, 
therefore, such as occurred in AM 
radio quality after, say, 1924. 

How one appraises the outlook for 
the content of the TV signal depends 
on a host of subjective factors. It de- 
pends on one’s level of cultural tastes, 
and on one’s social philosophy — spe- 
cifically one’s philosophy of the role of 
the mass media in our political and 
economic organization. Regardless of 
the individual’s point of view on these 
issues, however, it is possible to describe 
the general shape of the future content 
of TV by reference to the purposes and 
practices of those who now are respon- 
sible for its programs. 

Television is expensive to produce, 
costing several times as much as AM.” 
Because stations are normally interested 
in making profits, the hours of station 
service will be pretty much limited to 
the number of hours that can be sold 
to advertising sponsors. For example, 
the DuMont station in New York added 
11 daytime hours (7 a.m. to 6 p.m.) 
to its operating schedule on November 
1, 1948. It was able to do this because 
it started off with some 15 advertisers 
who responded to some special rate in- 
ducements good only for the first 13 
wecks. By November 15, the station 
reported in the trade press that already 
the daytime segment was yielding more 
than sufficient revenue to offset out-of- 

“No reliable cost data are yet available 
for TV. Industry estimates of the invest- 
ment in physical plant for a full-service TV 
station run from a bare-bones figure of 
$380,000 up to a million or more. By con- 
trast, the average original cost of tangible 
broadcast property of the 300 regional un- 
limited AM stations in 1946 was about 


$133,000. Operating costs are said to bear 
a similar relation as between TV and AM. 
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pocket expenses. Their next problem — 


was said to be 


* 
> 


t 


; 


. . to produce the kinds of programs that 


will deliver the kinds of audiences that will 


t 


get the original advertisers to renew their | 


contracts at the full rate for time and 
talent when the trial period is over.” 
This example also suggests a second 


generalization: that program content 


will be such as advertisers deem opti- — 


mal for obtaining results, in relation to 
their advertising and selling budgets, 
and the effectiveness of other media. 


Just what kinds of program are optimal _ 


is not yet known; advertisers are ex- 


*A 


perimenting with material. As recently 


as October, 1948, NBC’s administrative 
vice president in charge of sales ob- 
served : 


The potential of the new medium is great. 
Its rapid strides in the last two years and 
the challenge of its commercial problems 
have practically forced the nation’s major 
distributing organizations to experiment 
with it. Thus, we find such organizations 
as. Proctor & Gamble, General Foods, Col- 
gate, Philco, and the automobile manu- 
facturers and distributors getting in on the 
ground floor. But they are not buying cir- 
culation. They are buying “know-how” at 
minimum costs. By getting into the picture 
early, they hope to establish a time fran- 
chise that will pay off in the long run.* 


What kind of programs are adver- 
tisers choosing in their experimenta- 
tion? A regular industry survey reports 
that for a week in January some 46 
stations carried a total of 457 hours of 
commercial time.’ “Sports” programs 
amounted to 39 per cent of the total, 


* Broadcasting, November 15, 1948, p. 
107. 


“ Ibid., October 4, 1948, p. 62. 
* “Rohrabaugh Report on Television Ad- 


vertising,” Broadcasting, February 21, 1949, 
p. 50. 
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and 151 hours of “sports” were broad- 
cast by remote control. The second 
most common type was the “variety” 
program, which accounted for only 
17 per cent of the total; “dramatic” 
programs were third with 12 per cent, 
followed by “news” (8 per cent) ; and 


“commercial announcements” came 


_ fifth with 6 per cent. “Education” and 
“discussion” programs ranked close to 


= 


the bottom with 2.6 per cent and 1.4 


_ per cent, respectively. 


In terms of production technique, the 


457 hours consisted of 41 per cent 


_ studio live, 34 per cent 


” 16 


“remotes, 


_ per cent studio film, and the remaining 
_ 9 per cent were a mixture of live, film, 
and slides. Lest this brief analysis leave 
the impression that programming neg- 


lects more sophisticated tastes, it is to 


_ be noted that in 1948 TV programming 


‘showed its promise in this direction. 


The American Broadcasting Company 


presented a full length telecast of 


Verdi’s “Otello” direct from the stage 


of the Metropolitan Opera House, em- 
_ ploying infrared spotlights to light the 


stage without distracting the theater 
audience. 
The future content of TV programs 


is being shaped today. It is therefore 
pertinent to inquire what standards of 


taste are guiding its development. 


In 
a statement in lieu of an industry 
“code” issued by the Television Broad- 
casters Association, in October, 1948, 
the broadcasters recognized their ob- 


ligation: 


ming of their stations. 


. to observe the highest standards of 
good taste and fairness in the program- 
The tremendous 
potentialities of television, combining as it 


does visual and aural appeal, create for 


the television broadcaster responsibilities 
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far beyond those of any medium directed 
only to the eye or the ear. These responsi- 
bilities are heightened as television takes 
an increasingly important place in the 
American home.” 


However, they conclude: 

The new techniques of combining sight and 
sound are engaging the creative talents and 
skills of the advertising world. But because 
the effects of these techniques both on tele- 
vision programming and on the television 
audience are as yet largely unknown, it is 
not possible or even desirable to attempt at 
this stage to formulate standards of prac- 
tice.< 


They recommend accordingly that 
broadcasters be guided by the standards 
of the aural broadcast industry and the 
motion picture industry “as far as they 
are applicable.” While the dicta in this 
statement are certainly important, it is 
clear that, deliberately, no policy has 
been adopted. Moreover, one should 
not infer that men in the industry 
always talk in similar terms while ad- 
dressing each other. Thus, the trade 
press carries a news story on an annual 
Eastern conference of the American 
Association of Advertising Agencies on 
November 15, from which the follow- 
ing statements are taken: 

Sex is frequently used in space advertising 
but not in radio, said one questioner, ask- 
ing what about television. Mr. Griffin 
[Vice-president and group copy head, J. 
Walter Thompson Co.] gave as a good 
general rule to try to get away with as 
much as you can, mentioning that by use 
of good taste and skill radio advertisers 
frequently do many things they aren’t sup- 
posed to do. Mr. De Rochmont [Producer 
of the “March of Time” films] advised 
everyone in television to take a strong stand 
against censorship from without but at the 
same time to do themselves what must be 
done to avoid it. “Use good taste all the 


*® Broadcasting, November 8, 1948, p. 66. 
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time,’ he commanded. He added that 
great as the danger of television becoming 
“potentially immoral” is, the greatest 
danger is that “you’ll be potentially dull.”” 
Since commercial announcements are 
the essential matter of a commercial 
program, the perspective for TV comi- 
mercials is of some importance. Here, 
too, experimentation is the rule. At one 
extreme are two agency executives 
whose words will bring relief to sensi- 
tive viewers. Mr. W. H. Case, vice- 
president of one agency, having spent 
$500,000 for an automobile account on 
television advertising in 1948, says: 


The television commercial can be _ less 
strident, more enjoyable because of the 
_ addition of eye to ear. . . . You can afford 
to move at a more leisurely pace. In fact, 
if you go too fast and heavy, you sacrifice 
effectiveness.” 

Another agency criticizes the advertiser 
whose determination “to wring the last 
drop out of his allotted time succeeds 
only in most thoroughly annoying the 
We... believe! in’ the 
philosophy of keep it ‘simple’.”?® At 
the other extreme we find an executive 
responsible for a two-hour Thanksgiv- 
ing telecast saying: 


viewer. .. . 


Eastern critics objected to the trip hammer 
frequency of the commercials .. . and I 
bow to their opinions on one count — 
there were too many. . . . However, I 
want to make it clear here and now: Our 
agency believes in putting “sell” in your 
“tele.” It just can’t be any other way... 
the total amount of commercial time in 
the two hours was 11 minutes and 45 
seconds, which was still under the limit set 
by the NAB rules and regulations. . . . 


The Thanksgiving Day Holiday Star Vani- 
ties won applause everywhere as entertain- 
“ Tbid., November 22, 1948, p. 69. 


* Ibid., January 3, 1949, p. 31. 
“ Ibid., December 20, 1948, p. 31. 


CURRENT ECONOMIC COMMENT 


ment. That entertainment was made pos- 
sible by an adequate appropriation by the 
client. And the appropriation was justified 
by effective and interesting commercials 
which sold the goods. It’s high time that 
we advertising men stick to our guns and 
let the critics talk about entertainment. 
That’s what they know. We know selling. 
Let’s stick to what we know.” 


The experimentation by advertisers, 
agencies, and stations with program- 
ming appears to be productive. While 
conclusive evidence of the advertising 
effectiveness of TV is not yet available, 
the experience of many advertisers has 
been very encouraging. In this connec- 


tion, it is significant that studies in New — 


York and Philadelphia suggest that 
TV-set ownership is concentrated in 
the families in the middle-income levels, 
with high-income groups possessing less 
than 20 per cent of the receivers and 
low-income groups having about 10 
per cent. In five months, the total 
number of advertisers using TV rose 
from 234 in June, 1948, to 912 in Feb- 


ruary, 1949. Between October and No- — 


vember alone a 50 per cent increase 
took place.”* And the upward trend will 
continue. 


What Sort of Effects Will 
Television Have? 


Obviously, the creation of this new 
industry has the effect of giving the 
whole economy a “hypo,” as the radio 


vernacular puts it. How strong a hypo — 


is not known, for information on the 
extent of capital formation due to TV 


* Ibid., December 13, 1948, p. 25. 

“The Pulse, Inc., quoted in Geyer, New- 
ell and Ganger, Inc., Television: Third An- 
nual Report, December 15, 1948. 

*“Rohrabaugh Report on Television Ad- 


vertising,’ Broadcasting, March 21, 1949, 


p. 38. 
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is not available. If, as some industry 


be is 


» 


VA 


estimates have it, there will be 40 mil- 
lion sets by 1958, the consumers will 
have invested perhaps $10 to $15 bil- 
lion in them. This hints at the magni- 
tude of the economic effects of the new 
industry. 


4s What effects will TV have on other 


media? More speculation centers on 
this question than on any other in in- 
dustry circles. The aural radio, news- 
papers, magazines, and books within 
the home, and commercial recreation 
outside the home, now compete for a 
share of the leisure time of the Ameri- 
can people. Moreover they compete 
with hobbies, conversation, participant 
sports, and noncommercial uses of 
leisure such as those connected with 
religious, social, and political activities. 
This complex pattern of leisure time 
use varies according to location, re- 
ligion, race, income, age, and sex, and 
all other significant factors which dif- 
ferentiate the living habits of our 
people. TV is a competitive element 
in this pattern. Not enough research 
has yet been done to justify more than 
tentative and broad generalizations as 
to its effects. One study, however, sug- 
gests that 


Sports attendance suffers only slightly, 
while movie going and reading decline 
about one-fifth. Other commercial enter- 
tainment drops off about one-third, while 
radio listening is cut nearly in half.” 


The same study tentatively suggests 
that radio listening and movie attend- 
ance on the part of TV set owners do 
not gain substantially after the novelty 
wears off. And another study finds that 


* Thomas E. Coffin, Hofstra College, 
Hempstead, Long Island, quoted in Broad- 
casting, November 15, 1948, p. 10. 
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average radio listening for TV-owning 
families decreased an average of 57 per 
cent, with 81 per cent of the families 
reporting a decrease of more than 40 
per cent in radio listening.”* 

It may help in thinking about this 
question to remark that other uses of 
leisure time will be affected on two 
levels, and the effects on these levels 
may, or may not, reinforce each other. 


‘ Specifically, the first and more obvious 


level of competition may be called 
the “program appeal” level. Here the 
quality of the program appeal of the 
various media and the viewer’s habits 
and interests in non-media uses of 
leisure will be competing. The second 
level arises out of the nature of TV. It 
is generally believed to be a jealous 
mistress of the patron’s time. One may 
not, it is argued, read, cook, sew, or 
converse effectively while watching 
TV. To the extent that this exclusivity 
of attention is realized in fact, it elbows 
other claimants out of the viewer’s ac- 
tivities. This factor now appears to be 
working strongly in favor of TV, but it 
could backfire. In other words, other 
media and competitors for leisure time 
may in self-defense make more effective 
appeals to consumer attention than 
they now do. When that happens, TV 
will have to be good enough to hold all 
of the viewer’s attention. It cannot, 
apparently, settle for ears only, or eyes 
only. 

Leaving the scanty research evidence, 
what do the experts think will be the 
effects? In the first place, an impressive 
consensus exists that TV makes pos- 

** Advertest Research, New Brunswick, 


N. J., quoted in Broadcasting, December 
20, 1948, p. 42. 
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sible something like a millenium. Thus, 
Chairman Coy of the FCC tells the 
Theater Owners of America, in con- 
vention assembled: 

Eventually there will be one or more tele- 
vision sets in every one of the 39,000,000 
homes in America... . 

I foresee the day when television will be 
the most powerful instrument of communi- 
cation ever devised, the most universal and 
most effective purveyor of education, in- 
formation, culture and entertainment.” 
And Mr. James D. Shouse, President of 
the Crosley Broadcasting Corporation, 
says: 

Within five years, it is entirely conceivable 
that television will have become an integral 
part of the lives of 20 to 30 million fami- 
lies .. . the influence upon their daily 
habits, their thinking and their concepts 
and philosophies will be severe — so severe, 
indeed, as to be literally revolutionary.” 
A concurring point of view from the 
motion picture industry rounds out our 
picture when Mr. Spyros Skouras, 
President of 20th Century-Fox Film 
Corporation, says: 

We are dealing with no midget marvel of 
the moment. We have on our hands a 
mighty giant and until it is fully grown 
and developed it will plague us and upset 


us [but eventually] the zenith in entertain- 
‘ment will be reached.” 


It is also generally agreed that TV 
will eventually replace most AM radio. 
Already its effects on AM are apparent 
in major metropolitan markets like 
New York and Baltimore, where TV 
has been on the air for at least several 
years. Thus, equipment manufacturers 


* Address to the Theater Owners 
America, Chicago, September 25, 1948. 

** Address to the National Editorial Asso- 
ciation, Chicago, Broadcasting, November 
22, 1948, p. 29. 

* Broadcasting, January 10, 1949, p. 64. 
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state that already sales of high-priced 
AM radio receivers have suffered from 
the competition of TV sets. The Baliz- 


| 
; 
' 
i 
i 
: 


more Sun, with a TV station and an 


FM station on the air, turned back to 


the FCC a perfectly good construction _ 


permit for an AM station, explaining — 


the action this way: 
While we were looking for a new AM 


transmitting site, the FCC released one of > 


its useful economics reports. . . . Average 
broadcast income from the 11 stations then 
on the air (in Maryland and Delaware) 
was $134,993. This caused us to wonder 
what the average income might be if the 
53 stations now authorized, including three 
television stations, were placed in operation 
in these two states. . . .™ 

While in the not too distant future 
TV may be expected to supplant most 
aural radio in urban areas, the continu- 
ation of both FM and AM aural radio 
in rural areas and small communities 
seems assured. Meanwhile, the tran- 
sition from AM to TV in the large 
urban areas is as yet hardly started. 
Thus far, NBC reports proudly that a 
substantial number of its TV adver- 
tisers are new users of radio. The AM 
industry obviously hopes that it may 
sell TV advertising as a competitive 
form of advertising to that of news- 
papers and magazines as much and as 
long as possible. In that way, the seg- 
ment of the AM destined for replace- 
ment may pay profitably for its own 
demise. 

What of the effect on theaters? As 
previously suggested, it is likely to be 
heavy both on the legitimate stage and 
on motion picture theaters. How will 
movies adjust to TV? Probably by join- 
ing it—Jin several senses. Serious ef- 


* Ibid., p. 65. 
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; 
_ have been and are currently being 
made by large motion picture produc- 
‘ers to acquire TV stations. At present, 
‘Paramount Pictures is involved with 
the anti-trust laws over this matter. In 
another sense, Hollywood is beginning 
to orient itself towards TV. Many small 
‘new enterprises are now beginning to 
produce films specifically for this pur- 
‘pose; and in December Hal Roach, a 
‘pioneer in motion picture production, 
announced his withdrawal from pro- 
duction for theater consumption, and 
the formation of a new corporation to 
produce films for TV. Lastly, attention 
is being paid to the possibilities of in- 
stalling large screen viewers in theaters 
‘and programming theaters with part 
film and part TV. Technically, there 
is no barrier to this. However, strategic 
‘positions built on patents and legal 
precedents have impeded the develop- 
ment of theater use and presumably 
still do so. For example, early in 1949 
a consent judgment was entered against 
three film companies controlling TV 
patents. Under the decree, there will 
be released for industry use patents and 
processes on the “supersonic” and “ski- 
atron” systems of TV transmission and 
reception. The TV systems in question 
were described as permitting 


. . the use of large-size viewing screens 
suitable for homes, schools, and motion 
picture theaters. Successful exploitation of 
these patents would therefore open up new 
possibilities in the entertainment and edu- 
cational world.” 


* Herbert A. Bergson, Assistant Attorney 
General. The three defendants, Paramount 
Television Productions, Inc., General Pre- 
cision Equipment Corp., and Scophony Cor- 
poration of America, were charged in the 
complaint in December, 1945, with conspir- 


Other serious legal issues which remain 
to be resolved relate to “unauthorized 
pickups” of telecasts. Litigation and 
negotiations are currently under way 
on some of these issues. 

The remaining mass media — news- 
papers, magazines, and books — ap- 
parently have less competition to fear 
in the near future from TV than has 
AM radio.*® Very little information is 
available as to what they propose to do 
about it. 

Already, however, commercial sports 
have evidenced grave concern over the 
effect TV will have on them. If it per- 
mits the whole nation to become “one 
vast knothole gang,” to borrow a figure 
of speech from Chairman Coy, who is 
going to pay for boxing, football, and 
baseball? The national commissioner 
of the National Boxing Association, for 
example, recently disclosed that it is 
studying the effect of TV on boxing, 
with a view to negotiating a policy with 
the broadcasters. The argument is that 
telecasting of boxing destroys boxing 
clubs wherever the telecast is received. 


ing with Scophony, Ltd., to monopolize the 
manufacture and sale under TV patents de- 
veloped by the British corporation. The first 
two companies were charged with refusing to 
exploit these patents themselves, and with 
refusing to permit Scophony Corp. of Amer- 
ica to exploit them. According to a statement 
by Arthur Levey, Scophony president, the 
supersonic cell “will make available — both 
in homes and in theaters— large screen 
video reception in varying sizes vastly 
superior in quality and substantially lower 
in cost than that now offered by the cathode 
ray tube method.” Broadcasting, January 
Fh MESSE So sys 

*° But the New York State Publishers As- 
sociation was recently advised by one pub- 
lisher that TV would take from them “con- 
siderable national advertising.” Broadcast- 


ing, January 24, 1949, p. 37. 
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For instance, if a good fight is televised 
from Washington, the fight club in Newark 
or Richmond Hills or Pawtucket is badly 
dented.” 
It is argued that, whereas radio broad- 
casts built up boxing, TV approximates 
an eye-witnessing. Similarly, the ath- 
letic director of Georgetown University 
argues that TV is the biggest threat to 
college athletics, especially football, 
and that the only recourse for the uni- 
versities is to prohibit telecasting. While 
radio did whet the curiosity of listeners 
and contributed to filling stadia, he 
feels that “. . . television doesn’t whet 
curiosity. It satisfies it and leaves noth- 
ing to the imagination.”*’ The result, so 
the argument runs, will be that univer- 
sities and colleges will lose the income 
from their only profitable sport. 
When that happens, all college sports will 
be doomed. For football pays for all the 
others — for from 8 to 16 sports.” 
It is probable, however, that some satis- 
factory price will be reached in. bar- 
gaining between TV interests and the 
producers of the TV-able sports, so 
that major colleges and universities will 
not find their athletic revenues elimi- 
nated. The impact of TV thus might 
fall principally on the places where 
major sports are less profitably com- 
mercialized. It will also have an im- 
pact, as yet unmeasured, on manufac- 
turers of products used in hobbies, such 
as photographic supplies, and on night 
clubs, and similar commercial recrea- 
tion. 

There may be effects which are po- 
tentially more grave than those men- 
tioned above. TV is notably expensive 


* Broadcasting, January 10, 1949, p. 34. 
* Ibid., December 20, Ree <a oC OR 
“ Ibid., January 10, 1949, p. 64. 


to operate, and the number of possible’ 
stations and networks is severely limited 
by engineering as well as economic 


factors. Previously, ownership interests 


in standard broadcast, motion pictures, — 
and newspapers were substantially dis-_ 


tinct although considerable overlapping 
existed. Each of these types of interests 


| 
} 


will be heavily involved in TV. With — 
this association, something new has been — 


added. In addition, Richard W. Hub- 
bell, a television management consult- 
ant, states, perhaps overdramatically: 


The dominance of the standard radio 
broadcaster in television is being chal- 


| 


lenged. Some of the most impressive new 


television projects have been organized by 
men who have made their millions in the 
oil business, in the cattle business, in pub- 
lishing and in diversified manufacturing 
enterprises. 

The influx of new money typified by 
these people will bring about an ownership 
and management revolution in the broad- 
casting industry in the next 18 months to 
two years. ... Within the next decade 
television will not only create a number of 


new millionaires but will also become the — 


prime mover of the economy.” 


In brief, there is in prospect a new and 
greater concentration of control of the 
mass media of communications focus- 
ing on the most potent form of the art 
yet developed. 

Finally, one may ask what is implied 
by TV with respect to the relation of 
the individual to the whole society? 
Will viewers become “addicted” to 
TV? Is it possible that they will be- 
come passively habituated to accepting 
predigested attitudes as a substitute for 
thinking and talking about problems? 
What effect will the regular exposure of 
a majority of the population for an 


average of several hours a day have 
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“on the individual’s capacity for the 


exercise of his own, whole personality 


2 in thought and action? Will TV have 


an integrative or a disintegrative effect 
on individual and family life? What is 
its relation to the problems of minority 
groups? Will it have a constructive or 
a destructive effect on the processes of 


democratic government in dealing with 
local, regional, national, and interna- 
tional problems? What becomes of the 
theory of the public service responsi- 
bility of the broadcast licensee? Is a 
new national policy on communications 
called for? If so, what kind of policy 
should it be? 


The Economics of the “Pegs” 


Grorce W. COLEMAN 
Economist, Mississippi Valley Trust Company, St. Louts 


SOME MEMBERS of the financial com- 
munity are currently engaged in dis- 
cussing the advisability of continuing 
the Federal Reserve System policy of 
“begging” the prices of long-term gov- 
ernment bonds. Although most discus- 
sions of financial affairs are to be found 
only in the financial pages of daily 
newspapers, this discussion has been 
reported from time to time on the 
front pages,, and it will receive more 
attention later. 

The 
advisability of retaining the “pegs” on 
the long-term securities, since there 


discussion revolves about the 


seems to be substantial agreement that 
short-term rates should be permitted to 
rise somewhat higher. The long-term 
securities referred to are, primarily, the 
2 per cent bonds. Furthermore, ap- 
parently only the long-term securities 
which are ineligible for bank owner- 
ship are “pegged.” While the Federal 
Reserve System has on occasion pur- 
chased other securities, it is supporting 
“for the foreseeable future” these long- 
term bonds at a 214 per cent level. 
Actually, the current support price is 
slightly higher — 10014 — for the long- 
est issue. There is, of course, no com- 
mitment to maintain this premium, 
since it results in a yield of slightly less 
than 2/2 per cent. In this controversy, 
the intermediate-term securities have 
not been considered, but it is generally 
assumed that they will fluctuate in rela- 


the 


tion to short-term 


long- and 
securities. 


Although a great many additional 


factors have been discussed, the basic 
arguments revolve about the effective- 


-ness of a change in interest rates as a 


method of controlling fluctuations in 
prices and industrial activity, and the 
probable results which might follow 
from permitting government securities 
to fall below-par. 

The leaders of the group advocating 
the abandonment or the lowering of 
the “pegs” are Thomas I. Parkinson, 
President, Equitable Life Assurance 
Society of the U. S.; R. C. Leffingwell, 
Chairman of the Board of J. P. Morgan 
& Company, Inc.; and the Committee 
on Public Debt Policy. The National 
City Bank Monthly Letter has criti- 
cized the “support” program, and many 
other financial commentators are not 
in complete sympathy with it. 


The Case Against Pegging 


It would be difficult to present the 
complete argument of each of the op- 
ponents of the “support” program, but 
their main argument can be sum- 
marized in the following way: The 
“pegging” of the government bond 
market is inflationary, since the Fed- 
eral Reserve System is almost the only 
buyer. Purchases by the Federal Re- 
serve System tend to expand bank 
reserves and thus to lay the foundation 
for further bank credit expansion. They 
argue further that if the “pegs” were 
removed, and bond prices were per- 
mitted to find their natural level, other 
savers would come into the market and 
it would be supported at some lower 


[34] 
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— by these savers without expand- 


ing bank credit. 

Very few of the advocates of remov- 
ing the “pegs” are willing to go so far 
as to insist upon an absolutely “free” 
market. Many concede that an abso- 
lutely “free” market would be too de- 
moralizing. Instead, they argue that the 


¢ 


Federal Reserve System should restrict 


its efforts to the maintenance of an 


“orderly market.” An “orderly market” 
is somewhat difficult to define but pre- 
sumably it means one in which a buyer 
will always be available and in which 
prices will not drop precipitously. In 
; addition, there are some who advocate 
that the “peg” should be lowered to 98 
or 97 for the long-term bonds. This 


, 


would, they say, cause selling to “dry 


up” because institutional investors, 


principally insurance companies, would 


be unwilling to sell securities at a loss 


‘in order to buy others. 


Those who argue for the abandon- 
ment of the “support” policy basically 


are arguing for the restoration of the 


traditional function of the interest 


‘rate. According to classical monetary 


theory, the interest rate was conceived 
to be the factor equating the demand 


for and the supply of lendable funds. 
According to this theory, if the interest 


rate advanced, borrowers would be 
forced out of the market; hence, the 


level of investment in new capital 
‘equipment would decline. An invest- 


ment in a new capital good which 
might be estimated to be profitable if 


-money could be borrowed at 2 per cent 


might have to be abandoned if the 
interest rate were raised. Consequently, 
the classical economists argued that a 
rise in the interest rate would tend to 
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lower the volume of investment in new 
capital goods. This, in turn, would 
decrease the demand for goods and re- 
duce inflationary pressures correspond- 
ingly. According to this theory, a rise 
in the rate of interest would also en- 
courage saving and thus tend to reduce 
the demand for goods on the part of 
consumers. 

This theory can be applied to the 
“support” program. As Leffingwell re- 
cently stated in Fortune, “The Federal 
Reserve bond buying operation has 
kept excess money afloat. Too much 
money, too easy, too cheap, leads peo- 
ple to borrow too much and spend too 
much.”? The present rate of interest 
is so low that borrowing is tending to 
exceed saving. A higher rate of interest 
might discourage borrowers and en- 
courage saving. It is, moreover, im- 
portant to realize that, according to 
this argument, a change in the interest 
rate on government securities will affect 
directly the corporate and municipal 
bond markets. 

It is not surprising that criticisms of 
this suggested policy have been made. 
For example, it has been asserted that, 
if the Federal Reserve System should 
attempt to establish an “orderly mar- 
ket” at a level above that at which 
other buyers would appear, the infla- 
tionary effect in terms of expanding 
bank reserves would be nearly as great 
as the expansion which results from 
maintaining the present “pegs.” The 
response of other investors (to be dis- 
cussed later) might cause a substan- 
tially greater increase in the volume of 
bank reserves, however. 


R. GC. Leffingwell, “How to Control In- 
flation,” Fortune, October, 1948, p. 91. 
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The argument that a price slightly 
below par would discourage the selling 
of government securities is not entirely 
conclusive. John H. Grier, Vice Presi- 
dent of the First National Bank of Chi- 
cago, summarized this argument in a 
speech in Des Moines when he said, 
“|. the insurance companies might 
prove reluctant to take much of a loss 
on the sale of governments in order to 
acquire other assets with a higher de- 
gree of credit risk.” He cited the fact 
that insurance companies have about 
$1.07 in assets for every dollar of 
liabilities, and he argued they would be 
unwilling to take much loss. Whether 
this is true or not is problematic. On 
strictly formal grounds, it can be stated 
that the price of other bonds would 
probably fall more rapidly than those 
of government bonds if the “‘pegs” were 
removed. If this did occur, the incen- 
tive to shift to higher-yield securities 
would be greater than it is now. 
Whether the other bonds would prove 
as attractive at the lower levels, be- 
cause of changing business trends, is 
unpredictable. Whether investors would 
attempt to shift from government se- 
curities to corporate securities at low 
prices would depend upon the relative 
levels of interest rates and the expected 
trend of business activity. If business 
expectations were favorable, the shift- 
ing of funds from government securi- 
ties to corporate securities might take 
place on a large scale. If business ex- 
pectations were unfavorable, a shift of 
funds from corporate to government 
securities might take place. Since, to 
repeat, the price of corporate bonds 
would probably fall farther than the 
price of government bonds, a shift from 
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corporate to short-term government — 


securities might also result from a de- 
sire to minimize losses. While the re- 
sponse of the securities holders to a 


move to lower the price of government | 


securities is not predictable, it is obvi- 
ously not limited to a single course, as 
those who advocate lowering or elim- 
inating the “pegs” imply. 


The Case for Pegging 


In addition to refuting the arguments 
of those who oppose the “support” 
program, the advocates of the reten- 
tion of the “pegs” advance several 


arguments in support of their position. 


In a recent Congressional hearing on 
inflation, a number of government offi- 
cials stated that the effect of the re- 
moval or lowering of the “pegs” would 
be disastrous. They argued that the 
size of the Federal public debt is so 
great that it would be unwise to at- 
tempt to permit it to fluctuate freely. 
They implied that, quite apart from 


any discussion of the desirable level of © 


interest rates, the failure of the Federal 
Reserve System to provide a market 
for government securities would result 
in complete demoralization of the mar- 
ket. This is true simply because there 
is no other agency that has the power 
to buy and sell government securities 
in a volume sufficient to meet the needs 
of the money market. To abandon the 
“pegs” under these circumstances 
would mean by its very nature, they 
argued, the abandonment of the gov- 
ernment securities market to needless 
chaos. 

Whether the abandonment of the 
“pegs” would produce chaos and quo- 
tations far below par is, of course, the 
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‘point in dispute. The probable response 
of some investors has been discussed 
earlier but, if the marketable securities 
did fall to the low 80’s as occurred in 
1920, the proponents of the “support” 
program fear that the holders of de- 
‘mand securities — Series E, F, and G 
‘bonds — would become panicky and 
present them for redemption on a large 
scale. While liquidation might, it is 
‘supposed, be general, it would prob- 
ably be heavier in the case of the Series 
E bonds than for Series F and G bonds. 

This fear probably arises from the 
experience of the Treasury Department 
with War Savings Certificates after 
World War I. It will be recalled that 
the sale of War Savings Certificates 
started in December, 1917. After the 
war, no attempt was made to support 
the government securities market, and 
some bonds declined sharply. In the 
period from May through August, 
1920, a number of government issues 
fell to the low 80’s. Sales of War Sav- 
ings Certificates were reduced sharply 
in the fiscal years 1920 and 1921 while 
redemptions increased. No data are 
available showing whether the proceeds 
were used to buy securities in the open 
market, were spent for consumers’ 
goods, or were hoarded. 

Those who regard this fear as ex- 
aggerated point to the fact that the 
yield on Series E, F, and G bonds rises 
sharply in the later years of the life 
of these securities. Consequently, it is 
argued that yield-conscious investors 
will hold their securities. For example, 
although a Series E bond yields 2.9 
per cent over its entire life, the ap- 
proximate yield over the last five years 
is 4 per cent. In other words, in order 


to justify on a yield basis the redemp- 
tion of a Series E bond held five years, 
it would be necessary to purchase a 
five-year bond yielding more than 4 
per cent. A great proportion of the 
smaller denomination securities in this 
series has already been redeemed, and 
the current holders, it is argued, are 
primarily investors who would compare 
the yield to maturity with the yield 
obtainable in the market, before tender- 
ing them for redemption. If this ap- 
praisal is correct, then the much-feared 
surrender of demand obligations for 
cash might not reach the magnitude 
forecast. 

If, on the other hand, a decline in 
government securities below par led to 
the large-scale presentation of Series 
E, F, and G bonds for redemption, the 
monetary consequences might be ex- 
traordinary. On July 31, 1948, there 
was outstanding $52.2 billion in Series 
E, F, and G bonds. If any large portion 
of these bonds were presented for re- 
demption the Treasury would be com- 
pelled to borrow money, since tax 
receipts and bond sales would not pro- 
vide sufficient funds to retire these 
bonds. The Treasury can borrow di- 
rectly from the Federal Reserve System 
$5 billion, and the remaining amount 
would probably have to be borrowed 
from the “open market” through the 
issuance of Treasury bills. In effect, this 
would mean indirect borrowing from 
the Federal Reserve System. The ex- 
pansion of Federal Reserve credit and, 
consequently, of member bank reserves, 
might be very great. Of course, the 
sellers of savings bonds might utilize the 
proceeds to purchase marketable se- 
curities below par. If the Federal Re- 
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serve System would consent to sell its 
long-term securities below par as an 
“open market” operation, member bank 
reserves would be reduced, but the pos- 
sibility of reducing bank reserves in this 
manner is negligible. 

In short, in an absolutely free mar- 
ket the abandonment of the “pegs” 
might result in a tremendous expansion 
of bank credit. While it is generally 
assumed that the abandonment of the 
“support” program would lead to a 
sharp deflation, even that is not certain. 
Public psychology is difficult to fore- 
cast and the result might be different 
from that supposed. With government 
expenditures remaining at a high level 
and with consumer income at a high 
level, it might be concluded by some 
that the vast expansion of bank credit 
would be the prelude to still further 
inflation and a moderate retreat to real 
goods might take place. 

In answer to those who argue that 
the “pegs” should be removed and that 
the interest rate should be permitted 
to seek its own level, the following 
argument has been made by those who 
argue for the maintenance of “pegs.” 
There is actually considerable question 
about the effectiveness of the interest 
rate in accomplishing the purpose at- 
tributed to it by the classical theorists. 
This is probably more true in cases 
where the change in the interest rate is 
relatively small, for example, an in- 
crease from 2 to 3 per cent. Inductive 
studies show that businessmen do not 
primarily consider the level of interest 
rates in undertaking ventures. This is 
certainly true in the case of short-term 
borrowing, and even in the case of 
intermediate-term borrowing the inter- 
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est rate is not overly important as a 
determining factor. Intermediate-term 
money is frequently borrowed for new 


machinery and equipment. Here, the 
risk of obsolescence is so great that, 


relatively, changes in interest rates ap- _ 


pear unimportant. In the case of long- 
term investments in public utilities and 
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housing, the interest rate is a more im- _ 
portant factor. At best, however, a 


moderate upward adjustment in the 
level of interest rates, it is stated, would 
probably not affect borrowing appre- 
ciably. 


4 


| 


: A 
Furthermore, it can be shown that | 


the volume of savings is determined 
primarily by the level of consumer in- 
come and also by its relative distribu- 
tion among classes. How 
effective the interest rate would be in 
inducing additional saving is, of course, 
not determinable. It seems reasonable 


income 


to assume, however, that a change from ~ 


2 to 3 per cent would not cause a great 
increase in the volume of saving. Under 
these circumstances it is possible to 
question the effectiveness of an increase 
in interest rates as a method of reduc- 
ing the level of investment in new 
capital goods or increasing the volume 
of savings. 

It is, of course, true that in the past 
a rise in the rate of interest has fre- 
quently been followed by a decline in 
the level of business activity. Those who 
argue that the interest rate is ineffec- 
tive as a method of control assert that 
a rise in the rate of interest frequently 
is a symptom and not a cause. They 
attribute the end of the speculative 
boom to the fact that the monetary 
system has reached the ultimate degree 


of expansion and, consequently, the in- 


THE ECONOMICS OF THE “PEGS” 39 


: E 


: 
j 
7 


-flationary forces have been completely 


exhausted. In other words, the banking 


system was completely loaned up. For 
_ them the interest rate itself only reflects 


4 


the fact that additional credit is not 


_ available. 


conflicting claims 


Perhaps, within the confines of these 
and assertions a 


monetary policy can be found which 


will operate to curb the inflationary 
forces without setting off a chaotic 


- dumping of securities or the surrender 


of securities on a large scale for re- 


-demption. Monetary authorities have 


not been slow to advocate various 


schemes for special reserves and other 


arbitrary measures to control credit, 
and there is some support for those 
plans. But, fundamentally, most of 


these plans are makeshifts designed to 


limit the consequences of inflationary 


policies adopted elsewhere in the econ- 


omy, particularly in the governmental 
sector. Such plans are, moreover, dan- 
gerous because they tend to obscure the 
fact that the causes of inflation arise 
in other sectors, and the adoption of 
one or more of these plans will have 


little effect. Inflation still remains a 
serious problem, but it must be attacked 
at its source, namely, unsound fiscal 
policy and unwise wage policy. When 
appropriate measures are adopted in 
these fields, then measures to restrict 
bank credit might be effective, but not 
until then. 

In the last few weeks pressure upon 
the government bond market has di- 
minished, since present holders are no 
longer selling aggressively and in some 
cases are re-investing. Quotations have 
risen above the “pegs” in most cases, 
but it would be a mistake to argue that 
a “free” market exists for government 
securities. Even though the bonds are 
an announce- 


> 


selling above the “pegs,’ 
ment of the removal of the “pegs” 
would not go unnoticed by the market. 
While the Federal Reserve System is 
currently not compelled to buy securi- 
ties at “support” prices, the question 
of the advisability of retaining the 
“pegs” is still discussed. Thus far, no 
completely satisfactory answer has been 
found. 


The Federal Budget for 1950 


Everett E. HAGEN 


Professor of Economics, University of Illinois 


MONEY, IT HAS been observed, “makes 
the mare go.” So it is that almost every 
major policy of the Federal government 
is summarized in the request for funds 
which the President sends to the Con- 
gress early each January. 

Two years ago, the President asked 
for $35 billion plus for fiscal 1948 (the 
year ending on June 30, 1948), and a 
Republican Congress gave him not 
quite $34 billion. Last year for fiscal 
1949, the same Congress acquiesced in 
his judgment that expenditures must 
rise, and gave him $40 billion. Last 
month, for fiscal 1950, he sent Congress 
a request for almost $42 billion. 

The $34 billion budget of fiscal 1948 
marked the third annual step in the 
postwar descent from the wartime ex- 
penditure peak; then the trend turned 
upward again. The 1950 budget, the 
second successive increase, makes it 
clear that the decline in war expendi- 
tures has been more than matched by 
the rise in postwar expenditures, and 
that for the indefinite future Federal 
expenditures in the forty billions must 
be regarded as normal. 

True, Congress.may cut some of the 
President’s requests; but, on the other 
hand, some requests which will add to 
the budget are yet to be made. Funds 
for military aid to the “Western 
Union” — that is, to western Europe — 
are yet to be added to the total, and 
other smaller supplementary requests 
will no doubt also be made. The 
Eightieth Congress, politically hostile 
to the President, announced its de- 


termination to cut the 1949 budget to 
the bone; and cut it did, so far as it 
thought desirable. But when it had 
made its alterations in the original 
budget, and had considered also the 
supplemental requests for funds, and 
had added programs of its own, the 
budget as a whole came out from 
Congress larger than it had gone in. 
Unless the present Congress, of the 
President’s own party, finds more weak 
spots in the budget than did its prede- 
cessor, the budget in its final form will 
again be larger, not smaller, than the 
original (incomplete) request. 

Budgets in the $40-billion range are 
now “normal.” To an individual, even 
one billion is such an incomprehensible 
amount that it is easy to gain an ex- 
aggerated impression of how great a 
sum $42 billion really is, in comparison 
to the size of the American economy. 
It is (only) seven times as much as 
American consumers will pay to the 
automobile industry for the purchase of 
automobiles —new and _ used — this 
year. Yet, even in its proper perspec- 
tive, $42 billion is a great deal of 
money. It would purchase a new pop- 
ular-priced automobile for each family 
(and each single individual supporting 
himself), every second year. It is about 
two-thirds as much as we will spend 
for food this year, if high incomes con- 
tinue, and is close to one-sixth of the 
value of all the goods and services 
being produced in our economic system. 

In a sense, this is not a normal 
peacetime budget, for it contains large 
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international expenditures which are 
not permanent, and huge defense ex- 
penditures which, it is to be hoped, 
need not be continued indefinitely. But 
in the years immediately following 
1950, defense expenditures will rise, 
not fall, because of programs already 
authorized. Other programs too will 


‘rise during the early years of the next 


decade — for example, the housing pro- 


grams which the President has pro- 
posed. All in all, if a budget above $40 
billion is not normal, then it can only 
_be said that it will come to seem normal 


as a succession of such budgets makes 


us accustomed to them. 


The 1950 budget, like that for 1949, 


seems abnormal because it is such a 
startling departure from the prewar 


trend. As Chart 1 shows, expenditures 
in fiscal 1950 will be almost five times 


as great as those in fiscal 1939, the last 


year before war broke out in Europe. 
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This tremendous increase from pre- 
war to postwar is not an unprecedented 
development. Each great war in the 
nation’s history has marked an appar- 
ently irreversible step to a new, greatly 
expanded concept of the scope of gov- 
ernmental activity. 

There is something about a war — 
any major apparently — that 
renders forever obsolete prewar stand- 


war, 


ards of the scope of governmental 
activity. Federal expenditures during 
the years just preceding the outbreak 
of the Civil War were fairly stable at 
about $70 million per year. Never after 
the war were they less than 7 times as 
great. Annual expenditures just prior 
to World War I were approximately 
$700 million. In the economy period of 
the Coolidge twenties, they remained 
on a plateau more than 5 times as high. 
The evidence of history and the nature 
of public attitudes that are molding 
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Cuart 1. Federal Receipts and Expenditures, 1938-1950 
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governmental action at present point 
to a common conclusion: Federal ex- 
penditures after World War II would 
be at roughly their present level, no 
matter which political party had been 
in power since V-J day. 


The Break with Prewar Traditions 


A brief item-by-item comparison of 
prewar and postwar expenditures will 
indicate, even more forcefully than 
does this general historical comparison, 
the reasons for considering the greatly 
increased budget level a permanent 
one. The accompanying table shows 


Federal expenditures, classified by the | 
functions which they serve. 

For an analysis of the change in ex-— 
penditures from prewar to the present | 
fiscal year, it is illuminating to separate | 
the non-war-connected expenditures | 
from the expenditures which by and 
large result directly from postwar or 
from the aftermath of war, or which 
are for defense against possible future 
war. In the war-connected group are © 
included, in addition to national de-_ 
fense expenditures, those for veterans’ 
services and benefits, international ex- _ 
penditures, and interest on the public! 


FEDERAL EXPENDITURES BY FUNCTIONS 


FISCAL YEARS 1939, 1949, AND 1950 
(Dollar amounts in billions) 
PERCENTAGES 
amass 1939 1949 1950 
(actual) |(estimated )/( proposed )| 1949 of | 1950 of 
1939 1949 

INatronalderenses. sts saree aes $1.1 $11.8 $14.3 1,094 121 
International affairs and finance... .. zs Use 6.7 37,995 93 
Veterans’ services and benefits. ...... AG 6.8 a8) 1,216 81 
Interest on the public debt.......... wy By si 5.4 566 102 
Social welfare, health and security : 

Directiand work relietan- see ewer 3.1 is * Jee aie 

iter ee hey ee eee eee 2.0 204 222 120 
Natural resources not primarily 

agricultural Sagsih sei 2 ee: eee ae eG Lt) 755 115 
PACUICUILULES he + 5, «gg «= de eee . le 1.8 ew 151 92 
Transportation andscommunication. . a) 158 126 343 90 
General Govemimente. ou cn. odo: 6 12 he 23 103 
Education and general research... ... os sl 4 193 487 
Housing and community facilities...) —.1* S 4 ste 111 
Finance, commerce, and industry. . . . all a ml 196 105 
NPADO Larry: tira. Goes tak: tory Gael es ae oe 1,673 102 

PAW ON CHLONS astawieel cia eace ee ORS $9.0 $40.2 $41.9 447 104 


* Less than $50 million. 


a £ . 
Receipts from repayment of earlier loans and advances to states and localities ex- 
ceeded housing expenditures in 1939; hence, no percentage can be calculated. 
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debt. The classification into the two 
"groups is arbitrary, since the influence 
of war ramifies throughout the budget; 
but it is nevertheless a useful distinc- 
: tion. Chart 2 illustrates this grouping 
_ of expenditures. 


r 


BILLIONS OF DOLLARS 
- 


1950 
(PROPOSED) 


Cuarvt. 2. Federal Expenditures by 
Function Groups, 1939, 
1949, 1950 


A major reason why World War II 
swelled the Federal budget is easy to 
see. It lies in the fact already noted 
that of the $40 billion which is being 
spent in fiscal 1949, more than three- 
fourths is war-connected — that is, is 
for national defense, veterans’ services 
and benefits, international expendi- 
tures, and interest on the public debt. 
As the table indicates, the amount 
for these four purposes in fiscal 1939 
was $2.6 billion. The United States 
showed its disregard for world affairs, 
in which it should have had a position 
of leadership, by spending only $19 


million for international affairs. For the 
veterans of twenty years earlier, we 
were spending what seemed the hand- 
some sum of $559 million; for interest 


_and for defense, in the neighborhood 


of a billion dollars each. The 1949 
total of $31 billion for these four pur- 
poses is 12 times the 1939 sum, and in 
fact 314 times the total 1939 budget. 

Expenditures in fiscal 1949 for all 
other purposes are not far from 3 times 
the corresponding expenditures of 1939 
(omitting prewar relief expenditures 
from the comparison). Expenditures 
in 1939 for all non-war-connected pur- 
poses other than direct and work relief 
were $3.3 billion; 1949 expenditures 
are $9.1 billion. A large part of the 
increase, of course, is due to the rise in 
prices, which has swelled both public 
and private expenditures (and in- 
comes). But a purpose-by-purpose com- 
parison of Federal expenditures in 1939 
and in 1949 will indicate that many 
basic increases due to other causes have 
also occurred. The large increase in 
non-war government expenditures can 
be understood only in terms of the 
specific programs initiated or expanded 
and the needs they were designed to 
fulfill. 

In the field of social welfare, health, 
and security, a $550 million increase in 
grants to the states for assistance to the 
aged and other special groups, which 
almost doubles these expenditures, is 
accounted for by increases in level of 
grants and in the number of the aged. 
The other major expansion of activity 
in this field is a $150 million increase 
in expenditures for the promotion of 
public health. The remaining $400 mil- 
lion of the $1.1 billion increase since 
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1939 is merely the transfer of railroad 
payroll taxes to a trust fund. These 
taxes appear on both the receipts and 
the expenditures sides of the budget, 
and do not affect the surplus or deficit. 

The increase of over $600 miilion 
in agricultural expenditures is more 
than accounted for by expenditures 
under the wartime program of price 
supports, enacted to encourage agri- 
cultural production by providing a 
guarantee against an early-postwar 
price slump. Other financial aids to 
agriculture declined. 

The 750 per cent rise in expenditures 
for nonagricultural natural resources 
is due to two developments: an increase 
from less than $200 million to $800 
million in expenditures for reclamation, 
flood control, and electric power de- 
velopment; and expenditures in 1949 
of more than $600 million for the de- 
velopment of atomic energy. 

This sharp rise of public works ex- 
penditures in the natural resource field 
is paralleled by that in the field of 
transportation and communication, 
though the percentage rise here is not 
so spectacular, because half a billion 
dollars was being spent in this field in 
1939. A new type of transportation has 
successfully made its claim for support 
since 1939; expenditures for airports 
and other aids to»air travel have risen 
from $17 million in 1939 to $200 mil- 
lion in 1950. But expenditures for the 
old purposes have swelled too: that for 
highways by more than $300 million; 
for navigation aids and facilities, by 
$150 million; and for the merchant 
marine itself, by $110 million. In the 
field of transportation and communi- 
cation, one item of expenditure other 
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than. those for public works has risen 
sharply. The postal deficit has risen 


from a few million dollars to more than > 


$500 million. 


The greatest remaining rise is in | 


general government. Here the major 
items of increase are a rise of almost 
$300 million in the cost of tax collec- 
tion and public debt management, 
caused by the great rise in taxes and in 
the debt, and an increase of $130 mil- 
lion in the government contribution to 
the civil service retirement system. 


Other increases in expenditures from | 
1939 to 1949 are relatively minor,! 
and mostly within the limits of cost 


increases. 


Why the Increase from 1949 to 1950? 


Are not some of these prewar to 
postwar expenditure trends temporary, 
and likely to be reversed in the near 
future? A comparison of 1949 expendi- 
tures with those proposed for 1950 will 
help to answer that question. Perhaps 
the most important question about the 
budget is not why it has already leaped 
so high, but why it is continuing to 
rise. Why is an increase of $1.7 billions 
over 1949 recommended for 1950, even 
excluding the request for military lend- 
lease which is yet to come? 

War-connected expenditures: the de- 
fense budget. One fact is at once obvi- 
ous from the 1949 and 1950 bars on 
Chart 2: the rise in expenditures is 
not due predominantly to the new 
social programs proposed by the Presi- 
dent, but to the rise in defense expendi- 
tures. Expenditures for defense, as 
proposed in the President’s budget, will 
rise by more than $2.5 billion; all other 
expenditures as a group will decline. 
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In proposing this increase in the de- 
fense budget, the President is. not ac- 


cepting the recommendations of the 


Army, the Navy, and the Air Force. 
On the contrary, each of the three 


services, taken separately, feels that a 


= 


much larger increase in its budget is 
essential.1 Each, during the past year, 
has vigorously campaigned for a much 
larger amount than that now allocated 
to it; and, unless restrained by forceful, 
direct order from the President, each 
service will no doubt continue to do so. 

The defense budget contemplates a 
military strength in the three services 
combined to be maintained at the 


present level of 1,600,000 men on full- 


time active duty. However, in the pres- 
ent fiscal year only $5 billion, less than 
half of the year’s expenditures, is for 


pay and maintenance of personnel. The 


bulk of the remainder is for procure- 
ment of munitions — most notably, air- 
craft; and a fraction of a billion dollars 
each is being spent for the maintenance 
and training of civilian reserves, re- 
search and development of new weap- 
ons, naval ship construction, military 
construction, and stockpiling of stra- 
tegic materials. 

Expenditure for the pay and main- 
tenance of personnel will rise by $150 
million in 1950, even at present rates 
of pay, and pay increases recommended 
by the President will bring a further 
moderate increase. Each of the smaller 
types of expenditure listed above, with 
the exception of that for research and 


*Contrary to the impression given by 
Navy statements quoted in recent newspaper 
reports, both appropriations and actual ex- 
penditures scheduled for the Navy in 1950, 
in the budget proposed by the President, 
are considerably higher than in 1949. 


development of new weapons, will also 
rise, the sharpest advance being in 
stockpiling expenditures. But the bulk 
of the increase in total defense expendi- 
tures will be in procurement, plus a new 
expenditure of $600 million for the 
first year of universal military training, 
if the President’s renewed recommenda- 
tion for such training should be ac- 
cepted by the Congress. 

The rivalry of the three services for 
funds has been intense. With the pres- 
ent incomplete unification of the serv- 
ices, and the large degree of autonomy 
granted the Secretaries of the Army, 
the Navy, and the Air Force, successful 
coordination of the programs of the 
three services was not achieved in plan- 
ning for the 1949 budget, and it was 
not possible to prevent each service 
from lobbying for its own program, 
independently of the other two services, 
and in fact independently of the pro- 
gram advanced by the President and by 
the Secretary of National Defense as 
spokesman for the President. 

Recognizing the need for a powerful 
and up-to-date Air Force, the adminis- 
tration last year recommended a pro- 
gram of Air Force expansion and of 
aircraft procurement which over a 
period of several years would increase 
the strength of the Air Force to 55 
combat groups (and 17 squadrons). 
As the strength of the sentiment in 
Congress for a much larger program — 
a sentiment fostered in part by a vig- 
orous campaign by the Air Force itself 
— became evident, the President later 
proposed a program of 66 groups. How- 
ever, even this second proposal was 
overridden by the Congress, which pro- 
vided funds for fiscal 1949, together 
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with the authority to make contracts 
extending over a longer time, sufficient 
to inaugurate a program leading to an 
air strength of 70 groups within four 
years. 

Though no official figures of the cost 
of this program, together with related 
programs required to make it effective, 

for 1950 and later years, were released, 
it was commonly estimated at the time 
that the resultant total defense budget 
would be more than $14 billion in 1950, 
and perhaps $16 billion in 1951, not 
including the additional cost which 
would be involved if universal military 
training and a program of military aid 
to western Europe were adopted. 

In presenting the 1950 budget, the 
President has again recommended that 
the size of the Air Force be held below 
that contemplated by Congress last 
year. His present recommendation is 
for “a minimum” of about 48 combat 
- groups and 10 squadrons.” He estimates 
that the cost of a total national defense 
program incorporating this proposal 
will be $13.7 billion in 1950, excluding 
the cost of universal military training, 
and with it the defense budget for 1950 
totals $600 million more, or $14.3 
billion. The cost of universal military 
training, the President adds, would rise 
to perhaps $2 billion in later yéars. 

The existence of conscription author- 
ity has raised enlistments in the armed 
forces to a level at which the forces are 


*Under the 1950 budget, aircraft deliv- 
eries in fiscal 1950 will be about 37 million 
pounds. This compares with minimum de- 
liveries of 56 million pounds which the 
report of the President’s Air Policy Com- 
mittee (the “Finletter Report’) recom- 
mended for calendar year 1949, in order to 
sustain the productive capacity of the air- 
plane manufacturing industry. 
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now at full authorized strength. Be- 
cause of this, it seems doubtful that 
Congress will follow the President’s 


recommendation that universal military 


training be enacted. Failure to do so 
would of course reduce the defense 
budget by $600 million. However, in 
view of the strength of Congressional 
sentiment for a larger Air Force than. 
that recommended by the President, 
it is possible that Congress may offset 
the “saving” on universal training by 
increasing appropriations for the Air 
Force. 


Even if the President’s lower pro-- 


gram is enacted, excluding universal 
military training, an increase of per- 
haps a billion dollars from 1950 to 1951 
is to be expected, primarily because of 
increased expenditures for aircraft pro- 
curement as deliveries are made on 


contracts let previously. If the 70-group- 


Air Force program is again reflected 
in appropriations this year and next 
year, the defense budget will probably 
rise by $1.5 billion from 1950 to 1951. 


Declines projected in other war-con- 


nected programs. ‘The  President’s 
budget indicates a decline of $850 mil- 
lion from 1949 to 1950 in all expendi- 
tures other than defense expenditures. 
However, this decline is concentrated 
within other war-connected expendi- 
tures — specifically, in expenditures for 
international affairs and finance, and 


| 


tor veterans’ services and benefits. Ex-. 


penditures. for these two functions 
decline by $1.8 billion. 

The largest decline is that of $1.3 
billion in expenditures for veterans’ 
services and benefits. The major factor 
in this decrease is simply the fact that 
veterans’ rights under the “G.I. Bill” 


to educational benefits, and to unem- 
ployment and self-employment benefits, 
are rapidly running out. Expenditures 
for educational and training benefits 
will decline from $2.5 billion to $2.0 
billion; and those for unemployment 
and self-employment allowances, from 
$420 million to $80 million. The only 
other major factor of decline in ex- 
penditures for veterans is that a special 
governmental payment of $400 million 
into the veterans’ insurance fund in 
1949 will not recur. Expenditures for 
construction of veterans’ hospitals and 
related facilities will increase slightly, 
whereas current expenses of the Vet- 
erans’ Administration, both for medical 
care and for general purposes, will de- 
cline somewhat. 

The $500 million decline in expendi- 
tures for international affairs and 
finance will occur primarily because of 
an anticipated decline in the cost of 
the Army occupation of Germany, as 
the European Recovery Program im- 
proves conditions there, and because 
of the dwindling away to zero of ex- 
penditures still being made in fiscal 
1949 to complete payment for programs 
long since ended under the UNRRA 
and post-UNRRA programs. The de- 
cline in expenditures under present 
programs of aid to China, Korea, 
Greece, and Turkey is largely offset by 
provision for new, unspecified foreign- 
aid programs which had not yet been 
fully formulated when the budget was 
prepared. Current developments in 
China may of course affect these plans. 

Expenditures under the European 
Recovery Program in 1950 are esti- 
mated at $100 million below the 1949 
figure of $4.6 billion. A greater decline 
is expected after 1950. 


THE FEDERAL BUDGET FOR 1950 ay 


To these existing international pro- 
grams will be added, when it is fully 
formulated, a proposal for lend-lease 
military aid to the “Western Union.” 
This proposal may well convert the de- 
cline of $500 million in international 
expenditures to an increase. 

The remaining type of expenditure 
which I have classed as war-connected, 
namely, interest on the public debt, 
will rise slightly because of higher 
interest rates. 

Non-war-connected expenditures: 
declines in some programs partly offset 
increases. ‘The remaining sector of the 
budget is less directly connected with 
war and its aftermath. Within this 
sector, expenditures for agriculture and 
for transportation and communication 
decline moderately; several functions 
embodying the new social program of 
the President rise by a combined total 
of $600 million; those for natural re- 
sources rise because of the increasing 
cost of public works projects already 
authorized; and other programs remain 
approximately constant. 

Because of increasing expenditures, 
largely under programs already author- 
ized, for highways, for airports and 
other aids to aviation, for navigation 
aids and facilities, and for the merchant 
marine, the public works expenditures 
included under the function “Trans- 
portation and Communication” are 
rising. Total expenditures under this 
function. decline only because of an 
estimated decline of $100 million in the 
postal deficit even with existing postal 
rates, and the recommendation of in- 
creases in postal rates which would 
reduce the deficit by a further $250 
million. 
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Expenditures for agricultural pur- 
poses are expected to decline because 
of an anticipated reduction in price- 
support expenditures made under the 
wartime program of agricultural price 
supports, which extends through the 
1949 crop year. The sharp decline in 
1948 in the prices of basic crops re- 


sulted in price-support expenditures on. 


a large scale. Crop yields in 1948 were 
above “normal” because of exception- 
ally favorable weather. If they decline 
to normal in 1949, the reduction in 
production of the basie crops will re- 
duce price-support expenditures. If 
crop yields are as high as in 1948, ex- 
penditures for agricultural purposes will 
probably not decline. 

Public works expenditures are rising, 
not primarily because of new projects 
recommended by the President, but 
because of the increasing cost of proj- 
ects authorized by the Congress during 
the past two years. Large projects of 
reclamation, flood control, and electric 
power development =necessarily pass 
through a planning stage after author- 
ization, and thereafter gain momentum 
as construction is started and comes in- 
to full swing. Annual costs therefore 
rise for several years. Mainly for this 


reason, expenditures for the develop- 


ment of our land and water resources 
(included under the function “Natural 
Resources Not Primarily Agricultural”) , 
which jumped from $500 million in 
1948 to $800 million in 1949, will rise 
further to almost one billion dollars 
in 1950. 

The rise would be greater except for 
the veto by the President of all but the 
most urgent of a considerable number 
of strongly supported proposals for ad- 


ditional projects. The few new projects; 
which he has recommended are mainly 
for public power development in areas) 
where the power supply is very tight.. 
It is entirely possible that Congress; 
will again—as it did last year—- 
authorize projects not requested by the: 
President. Many added projects, taken | 
individually, have plausible economic: 
justification, and would yield consider- | 
able economic return to individual 
regions or communities. The President 
vetoed a number of these, not because 
they seemed economically unsound, but 
because their construction at this time 
did not seem sufficiently rewarding to 
justify the resulting inflationary pres- 
sure. This situation points up the fact 
that the present level of public works 
expenditures is not due to a short-lived 
postwar spurt in these expenditures. 
The public attitude toward programs 
in this field is such that expenditures 
will be at their present level or a higher 
one for many years. 


The President’s new social programs. 
The remaining change in expenditures 
between 1949 and 1950 results from the 
new social programs: recommended by 
the President. It may seem astounding, 
in view of the range of the programs 
recommended, and the magnitude of 
the proposed medical-care insurance 
program and the proposed changes in 
old age insurance and unemployment 
compensation programs, that all the 
proposals combined result in an in- 
crease of only $600 million in expendi- 
tures. The explanation is that the 
increased revenues from payroll taxes 
to support the three social insurance 
measures mentioned will not flow in- 
to general Federal revenues, but will 
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Bbc held in trust in special funds; expen- 


Baitures will be made from hess trust 
funds, and will not form a part of 


4 


_ budget expenditures. This, of course, is 


the way in which present social insur- 
ance programs are handled. 


These social insurance proposals are 


so important a part of the President’s 


economic program that they deserve 


_ discussion even though they lie outside 
_ the budget proper. The President pro- 


poses two important changes in existing 


social insurance programs, and the es- 
tablishment of two new programs. He 
would extend old-age and survivors’ 


. insurance to almost 25 million gain- 


fully employed persons not now cov- 


ered; would sharply raise the scale of 
benefits; and would provide benefits for 
women at an earlier age. He would also 


~ broaden the coverage of unemployment 


insurance and increase the level of 
benefits in some states. The less sweep- 
ing of the two new major proposals is 
the addition of a new type of benefit, 
compensation for both temporary and 


_ permanent disability of workers cov- 


pered by 


unemployment insurance. 
Finally, and in its ultimate effects most 
important, the President recommends 
the establishment of a comprehensive 
system of insurance covering the costs 
of medical care. 


Expenditures under these proposals 


- would rise gradually. For the near fu- 


ture, the costs would be financed alto- 
gether from payroll taxes, and hence 
from trust funds. It is contemplated, 
however, that part of the increased cost 
in later years will be borne by general 
revenues. 

A number of other less important 
proposals the President’s 


social in 
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budget message will not be discussed 
here, for lack of space. 

The new social proposals nhich do 
affect the 1950 budget importantly are 
those for expanded aid for public hous- 
ing; for Federal aid to education; and 
for an increase in Federal grants for 
assistance to aged persons who are not 
now eligible for benefits from the old 
age insurance funds, to the blind, to 
dependent children, and to other spe- 
cial groups. Proposed legislation which 
would broaden this public assistance 
somewhat would increase expenditures 
by $65 million. Various state and local 
agencies have an important, direct 
interest in these programs. 

The major planks in the President’s 
housing program are loans and grants 
to municipalities for slum clearance and 
urban redevelopment, and annual con- 
tributions to the operating expenses of 
local public low-rent housing. In addi- 
tion he recommends loans and certain 
grants for farm housing, and authori- 
zations for mortgage purchases to 
stimulate co-operative and private low- 
rent housing. While expenditures for 
the two major housing programs would 
amount to only $139 million in 1950, 
it is contemplated that they would rise 
to a combined total of not far from a 
billion dollars in 1954. The actual rate 
of increase, if the legislation is enacted, 
would not be so rapid unless local gov- 
ernments pressed forward slum clear- 
ance and public housing plans with 
great speed. 

In one other proposed social pro- 
gram, the President breaks with tradi- 
tion as sharply as in the housing 
program. He renews his recommenda- 
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tion for Federal aid to education, at a 
level of $290 million in 1950. 


Continuing High Budgets and 
Their Effects 


What are the prospects for budget 
reduction through economy? This sum- 
mary of the nature of major increases 
in Federal expenditures suggests the 
continuation of high budgets for an 
indefinite period. They are based upon 
persisting international tension and 
important domestic with 
widespread support. The forecast of 
continuing high budgets is unaffected 
by recurring drives for reorganization 
and economy in government. Probably 
the most important single truth which 
the citizen should know about the 


programs 


budget is that the great increase in ex- 
penditures since 1939 is due, not to 
bureaucratic waste, but partly to 
cost increases and partly to a great 
expansion of the services and financial 
benefits furnished by the Federal gov- 
ernment. No amount of campaigning 
against bureaucratic inefficiency, or 
even of constructive administrative re- 
organization, will effect any major 
reduction in Federal expenditures. Such 
a decrease can result only from a sig- 
nificant curtailment of the services or 
benefits furnished by the government to 
the country as a whole or to special 
groups of citizens. 

Less than one-sixth of Federal ex- 
penditures are for civilian payrolls; 
and of all Federal civilian employees, 
more than three-fourths are employed 
in the National Military Establishment, 
the Post Office, or the Veterans’ Ad- 
ministration. The bulk of total expendi- 


tures are for military payrolls, procure- 
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ment, and related expenditures; for 
interest on the public debt, manage- 
ment of the $252-billion debt, and tax | 
collection; for the European Recovery 
Program; for reclamation, flood con-_ 
trol and related river-basin develop- 
ment, and highways; for services to 
veterans; for farm price supports, or 
for direct financial aids to special de- 
serving or dependent groups such as 
veterans and the aged. He who would 
reduce the budget significantly must 
eliminate or curtail some of the services 
or benefits being furnished. 

Some economies are of course pos-- 
sible through greater efficiency. It is 
a reasonable guess that the possibilities 
may be greatest in the National Mili- 
tary Establishment and the Veterans’ 
Administration, since they have grown 
rapidly to large size, and the process 
of expanding with great speed to do a 
large job often involves costs which can 
be eliminated later. The reports of the 
Hoover Commission will probably be 
valuable in suggesting changes which 
can bring financial economies in these 
and other agencies — though it should 
be noted that financial economy in the 
narrow sense is neither the only nor the 
main purpose of the Commission. But 
the maximum economy which might 
be achieved without loss of services now 
rendered should probably be thought 
of as a small percentage of the budget.* 

The effect of the budget trends on 
employment and inflation. In conclu- 
sion, it is worth while to note briefly 
what the economic impact of the trend 
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“In the judgment of the writer, the 
Hoover Commission estimate that $3 billion 
can be saved is too high, even as a goal 
which might be achieved under ideal con- 
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in the total budget from calendar year 
1948 to calendar year 1949 will be. 
_ Budget expenditures will rise sharply 
from the one year to the other. Ex- 
penditures are rising during fiscal 1949; 
i.e., will be higher in January-June, 
1949, than they were in July-December, 
_ 1948. For the last half of 1949 they 
will probably be still higher (after al- 
lowance for seasonal swings) because 
of the increased 1950 budget. Further- 
more, payments of various types to the 
public from the social insurance trust 
funds, not included in the budget, will 
also increase. In addition, during fiscal 
1950, an accumulated dividend from 
the National Service Life Insurance 
fund, now estimated at $2 billion or 
somewhat more, will be paid. For these 
various reasons, it is estimated by the 
_President’s Council of Economic Ad- 
visers that cash payments to the public 
by the Federal government will rise 
from $37 billion in calendar 1948 to 
more than $44 billion in 1949. 

On the receipts side, Federal cash re- 
ceipts from the public (including trust 
fund receipts) will tend to rise from 
1948 to 1949 because of the proposed 
increase in payroll taxes, and for cer- 
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These in- 
creases, however, will be more than 
offset by the tax reduction effective in 
mid-1948, so that cash receipts from 
the public will fall, it is estimated, 
from more than $45 billion to less than 
$44 billion. 

The combined effect of these changes 
is that while the Federal government is 
paying out $7 billion more to the pub- 
lic, thus augmenting total private in- 
come and demand, 


tam other minor reasons. 


the restraining 
effect on demand of government tax 
collections will be lessened. 

The President’s economic advisers 
estimate that this increase in demand 
resulting from the Federal fiscal 
changes may be too great for safety — 
that it may induce further inflation. It 
is avowedly for this reason, rather than 
solely because a budget deficit of $900 
million is forecast for fiscal 1949, that 
the President has recommended tax in- 
creases. The ramifications of these tax 
proposals lie outside the scope of this 
article. Whether they should be passed 
at all has been questioned in view of 
the recent price declines, though it is 
by no means clear that the down trend 
will continue. 
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PRICE LEVEL prospects are dependent 
on the future of general business ac- 
tivity. That is a relationship well estab- 
lished by the economic experience of 
the last few decades. It is particularly 
true of farm prices, since farm products 
go so directly into consumption, and 
the income of consumers is so directly 
dependent upon employment in indus- 
try and trade. 

When business is good, prices are 
never too low; when business is bad, 
prices can be maintained only by cer- 
tain strong monopolistic groups, and 
farm prices typically bear the brunt of 
the decline. Before dealing with future 
price levels, therefore, it is necessary to 
consider the general business outlook, 
analyzing the strategic economic factors 
that will determine business conditions 
in the months ahead. 


Fears That Affect Business 


Just now, fear seems to have the 
upper hand — though many who fear 
a general decline feel that their own 
business position is sound. One of the 
most important current sources of fear 
is the existing tension on the inter- 
national front. We cannot afford to 
minimize the dangers which exist in the 
present struggle for control of Europe 
and Asia, but the situation does bring 
to mind the thesis of a historian I know 
that after every war the victor takes 
measures to protect himself against the 

* Address before the Farm and Home 


Week Program, University of Illinois, Feb- 
ruary 1, 1949. 


possibility of future attack. Today, we 
are victors; and we are making just 
such preparations. What makes the 
tension so acute is that we have only 
one opponent worthy of fear; and that 
opponent is also a victor, also fear-rid- 
den, and also undertaking the same 
kind of protective measures we our- 
selves feel to be necessary for our safety. , 

The uncertainty generated by this | 
international situation seems to carry 
over into our day-to-day affairs. It is 
as if we are continually interrupting our 
work to glance over our shoulders to 
make sure the Indians aren’t dashing 
out of the woods before we can get our 
stockade completed. There is little we 
can now do about this situation. As 
time passes, however, we shall view it 
in truer perspective, and more calmly. 

The other basic fear is fear of a re- 
cession in business, with all its attend- 
ant evils of unemployment, reduced in- 
comes, and business failures. We carry 
over in our minds memories of the dark 
days of depression and possibly that is 
one reason why inflation does not im- 
press us as the real economic bogey 
man. 

In recent months the fears of a de- 
cline have been whipped up to an ex- 
treme pitch of excitement by the so- 
called “experts”? and commentators 
who are able to gain more attention by 
crying wolf than by any impartial pres- 
entation of facts. With the economy in 
an apparent state of balance that lends 
support to views on both sides, and 
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heightens feelings of uncertainty, it is 
easy to play up and exaggerate almost 
any sign of weakness. Thus temporary 
and partly seasonal declines in con- 
sumption take on the character of a 
“buyers’ strike.” Similarly, declines in 


_ farm prices resulting from record crop 
_ production and good crop prospects 
are magnified by efforts to reduce in- 
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ventories and proclaimed to be omens 
that interpret the handwriting on the 
wall. 

There is little appreciation of how 
much the so-called “present recession” 
is due to the weather. It was the per- 
fect weather sequence that brought us 
the record crops last year. It was the 


mild fall that held back sales last No- 
vember. And now the winter storms 


have again contributed to declines in 
sales and production. Few people recog- 
nize the weather as a temporary factor 
that usually averages out over a period 
of time. 


Strong Elements in the 
Economic Outlook 


In contrast to the current wave of 
fear and farm price deflation, there are 
at least two reasons for expecting busi- 
ness prosperity to continue for another 
year or so. These are the rising trend 
of government expenditures and the 
construction boom. As long as these im- 
portant elements continue so strong 
there can hardly be an appreciable 
letdown. 

In the fiscal year 1948 — that is, the 
year ended last June 30 — Federal ex- 
penditures were at a postwar low of 
$34 billion. Expenditures in fiscal 1949 
are estimated at $40 billion. And the 
budget recently put before Congress by 
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President Truman calls for expendi- 
tures of almost $42 billion in fiscal 1950. 

There is a distinct probability that 
actual expenditures in the coming fiscal 
year will exceed the budget estimate. 
This is true of military expenditures, 
for example. Increases for the next two 
or three years were programmed in 
Congress last year and are as likely to 
be increased as cut back by the present 
Congress. Even if the budget is passed 
as it stands, total authorizations to the 
military agencies will exceed the budget 
expenditures estimate by over a billion 
and a half. To the extent that these 
agencies are able to push their pro- 
grams along more rapidly, military ex- 
penditures may be increased over the 
estimate. 

In addition, the budget estimates do 
not include military aid to Western 
European countries; this program is to 
be given separate consideration later. 

They do include the continuation 
of the present foreign aid program at 
a high level. The Economic Coopera- 
tion Administration program is just 
moving into high gear. About 90 per 
cent of its current funds are now al- 
located; and with purchase approvals 
moving up even faster than allocations, 
a rising trend in procurement and ship- 
ments can be expected. The peak may 
be reached next summer, and the pro- 
posed new appropriation is large 
enough to ensure that the subsequent 
decline will be slow. 

How far these military and foreign 
aid programs may be pushed depends 
on the course of international affairs. 
No one can tell just what the turn of 
events will be, but it seems likely that 
we shall have a prolonged period of 
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cold-war tension without open hostili- 
ties. 

Another important payments item — 
one not considered a budget expendi- 
ture — will be the refunds to veterans 
of excess insurance payments, to he 
made in the latter half of this year. 
These are variously estimated at any- 
where from $1 to $3 billion. 

State and local government expendi- 
tures have also been rising sharply. 
They have passed the $18 billion level 
and are now running a _half-billion 
higher than receipts. Because of the 
urgent needs for many of the programs 
covered by these expenditures, both the 
expenditure total and the deficit to be 
covered by borrowing will continue to 
increase in the period ahead. As an 
example of the backlog of demand in 
this field, I would like to cite the recent 
report that Illinois alone needs $214 
billion of work to fix up its roads. That 
report said nothing about schools, hos- 
pitals, community facilities and other 
needed building. Generalize this situa- 
tion for all 48 states, and you come 
up with an astronomical total that has 
barely been touched by construction 
work already completed. 

According to the report of the Coun- 
cil of Economic Advisers, total cash 
payments by all government units will 
“rise to perhaps* $61 billion for the 
calendar year 1949, more than $9 bil- 
lion higher than in 1948.” 

The increases in these programs 
should be more than enough to com- 
pensate any foreseeable declines in 
other important segments of the econ- 
omy. In fact, the magnitude of the 
increases is so large as to suggest that 
the present downswing in prices may 


again be reversed, as it has in each of 
the last two years. For the domestic — 
economy still seems strong enough to 
make a pretty good case for itself. Con- 
struction gives every indication of con- _ 
tinuing at high levels. The joint esti- — 
mates of the Departments of Commerce 
and Labor place total private construc- 
tion for 1949 slightly higher than in 
1948. In this total estimate, slight de- 
clines in residential, farm, and indus- 
trial construction are more than offset 
by increases in commercial and public 
utility construction. With costs now , 
practically stabilized, and estimated to t 
continue so, this means a sustained level 
of construction activity throughout the 
year. 

The key to higher or lower expendi- 
tures in this field lies in privately 
financed housing. Last fall, residential 
construction was lagging somewhat be- 
hind the level in the corresponding 
months of 1947. In December, how- 
ever, the number of units started was 
again close to the number started in 
December, 1947. The difficulty of mak- 
ing a precise forecast arises from the 
shifting of seasonal patterns. It is clear 
that builders are no longer under pres- 
sure to put up so many units in the 
cold season. How much this shift 
may affect the total for a whole year 
will not be definitely known until after 
the seasonal upswing is under way next 
spring. 

The retarding elements in the hous- 
ing picture are of course high construc- 
tion costs and the tightening of the 
mortgage market. These, however, do 
not seem to be insurmountable ob- 
stacles. While the demand for housing 
is unquestionably restricted by costs it 
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is nevertheless large enough to sustain 
the boom through 1949. As for-financ- 
ing, there is little to encourage any idea 
that funds are lacking. The only ques- 
tion is one of terms and rates; and even 
after recent increases interest charges 
are a smaller portion of the total costs 
-of home ownership than in past periods 
of high construction activity. All in all, 
there is a definite possibility of at least 
reaching the 1948 level of housing ex- 
-penditures; and the official government 
estimates for 1949 can be regarded as 
slightly on the conservative side. 

For the longer run, the significant 
point about these high costs and tighter 
‘mortgage terms is that they will have 
more of an effect in cutting the top off 
the boom than in bringing it to a quick 
end. If the boom should continue with 
a flattened top, and with costs stable 
or tending downward over a period of 
time, rising incomes will tend to re- 
create the market that has been tempo- 
rarily wiped out by high costs and 
mortgage restrictions. Then, though the 
boom does not get quite as high as it 
might in any one year it may well last 
longer. 


Weaker Elements Are Not Decisive 


Business investment, other than con- 
struction, has been showing some signs 
of slacking off a little and over the 
longer run can no longer be regarded 
as a force on the upside. Expansion 
goals of many businesses have been met, 
and new equipment expenditures by 
these firms will be lower in the future. 
However, others are still expanding; 
and in all lines of business, the need for 
modernization to increase efficiency or 
to improve products is keeping new ma- 


chinery and equipment installations 
high. 

Total expenditures for machinery 
and equipment now constitute a larger 
share of the national output than in 
prewar prosperity periods. At the peak 
annual rate of $21 billion reached in 
the last half of 1948 they may thus be 
considered a little in excess of normal. 
Although it seems reasonable to believe 
that any excess over normal will be 
eliminated in the coming year, this 
moderate cutback would not be suf- 
ficient to initiate a recession. In fact, 
the timing of the decline corresponds 
almost exactly with the switch of ECA 
programs from relief to capital goods. 
Any release of capacity in the ma- 
chinery industry will permit filling the 
orders of foreign purchasers who need 
equipment to complete their recon- 
struction and development programs. 

Another factor sometimes considered 
likely to bring on a decline is the swing 
of business inventories. Commerce De- 
partment figures showed manufactur- 
ing and trade industries to have reached 
a record high of $54 billion. The post- 
war increase in dollar value has un- 
questionably been large; but the ad- 
vances that brought inventories up to 
this high level were in large measure 
advances in the prices of existing goods 
and not new accumulations. Inven- 
tories are now more nearly in line with 
sales than in the war period but the 
inventory-sales ratio for October was 
still twenty percent lower than pre- 
war; and there is little evidence that 
inventories are overburdening. In the 
few lines where they are reported to be 
heavy, such as men’s clothing, business- 


men at all stages — manufacturers, 
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wholesalers, and retailers — have been 
taking drastic action ‘to bring them 
down. 

Signs of inventory liquidation in the 
last few months have been apparent on 
every hand. Worried businessmen have 
given their fears tangible economic 
form in cutbacks designed to reduce 
inventory risks. At the end of 1948, 
department store orders outstanding 
were little more than half the volume 
of a year earlier. The layoffs that swell 
the ranks of the unemployed reflect the 
same reaction at the manufacturing 
stage. 

But inventory policy is as variable as 
the weather, and as equally subject 
to quick reversal. Liquidation cannot 
long continue in a period of sustained 
activity.. And if a definite reversal 
should again take place, inventory ac- 
cumulation could play an important 
part in a new inflationary upsurge. 

Summing up at this point, it seems 

likely that the total of all these stra- 
tegic types of expenditures will be 
-higher a year hence than it is now. 
This is important not only in itself but 
for its implication that consumer in- 
comes and expenditures will advance 
correspondingly. It indicates that the 
gross national product will be running 
at least several percent higher at the 
end of 1949 — say, at an annual rate 
$10 billion higher than in the fourth 
quarter of 1948. 


Consumers’ Expenditures 


Continue High 


Preliminary estimates indicate that 
consumers’ incomes and expenditures 
were well maintained through 1948. 
Immediately following the end of the 
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war, production of many types of civil- 
ian goods was renewed or expanded, 
consumer expenditures rose sharply, | 
and savings were drastically reduced 
from the high wartime rates. In the 
second quarter of 1947, savings were 
at an annual rate of only $4 billion, or 
two and one-half percent of income 
after taxes. The lagging of expenditures _ 
since that time has restored savings to 
a more normal level. In the last two 
quarters of 1948, consumer expendi-— 
tures and savings were again moving in 
line with income. | 

Two explanations of the lagging of 
expenditures in the last year and a 
half have received prominent men- 
tion. These are buyers’ strikes and the 
squeeze on low-income groups. On 
closer analysis both of these explana- 
tions appear to be fallacious. As for the 
first, there is no good evidence that a 
buyers’ strike was ever effective in this 
country. It is true that just before the 
collapse of 1920, which is sometimes 
referred to as a buyers’ strike, consump- 
tion was restricted; but consumers had 
little choice in the matter. Their con- 
sumption was simply squeezed as the 
speculative drive for inventories pushed 
prices up; and the available data do 
not indicate that consumer resistance 
was otherwise important in bringing on 
the decline. 

As for the second, analysis of the in- 
come distribution and of liquid asset 
holdings of families and other consum- 
ing units does not indicate that any 
large part of the population is so much 
worse off that aggregate expenditures 
might now be lowered. The income dis- 
tribution is in fact more favorable to 
high level consumption than in prewar 
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years. Furthermore, although the lowest 

‘income group has been drawing upon 
Savings to finance its expenditures to a 
greater degree than before the war, the 
holdings of liquid assets in that group 
rose during the last two years. Accumu- 
lated savings are still well distributed 
through all income groups. 

There is little need to look for expla- 
nations, either favorable or unfavor- 
able, of the postwar changes in con- 
sumption and savings. The fact is that 
consumers were temporarily spending 
more than the normal proportion of 
their incomes, and now they have let 
their expenditures drop back. It is a 
development that should have been ex- 
pected. It cannot be considered a con- 
tinuing force for deflation. 

In the last few months, since the de- 
cline in prices began, the flow of goods 
‘to consumers has definitely accelerated. 
This points to one of the most favorable 
aspects of the situation — namely, that 
further price declines, or further in- 
creases in incomes with prices stable, 
will tend to increase consumption. In 
other words, there is a large potential 
demand for various kinds of goods as 
soon as price declines bring them with- 
in the budgets of consumers who have 
been squeezed by the high cost of living. 
A moderately declining price level by 
no means holds the prospect of reduced 
production and employment. 


Neither Inflation Nor Deflation 


Turning now to the question of 
prices, it cannot be said that a serious 
decline is anywhere in sight. Demands 
of government, business, and consum- 
ers all give promise of continuing high; 
and until aggregate demand falls off 
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there will be no serious break in the 
general price level. From a short-run 
point of view, there is some likelihood 
that the price advance will be tempo- 
rarily renewed in the latter part of the 
year. 

From a somewhat longer-run point 
of view, it seems that the inflation has 
largely run its course. The factors un- 


derlying the recent declines may be 


summed up under two headings — in- 
creased production and reduced back- 
logs of demand. Even in the industries 
where backlogs of demand were great- 
est, and limitations on production were 
most severe, there has been a return 
to a more normal situation. This is true 
of some non-durable goods, like petro- 
leum and chemical products, as well as 
most types of consumer durable goods, 
like radios and most of the electric ap- 
pliances. Even in the automobile indus- 
try, delivery dates have been shortened, 
and higher-priced cars may be obtained 
on immediate delivery. In particular 
lines, of which these are only examples, 
adjustments have been taking place 
from time to time all through the last 
two years. These adjustments are a sign 
of progress in the fight against inflation 
and will continue as bottlenecks are 
broken and key production problems 
are solved. We can depend on the tre- 
mendous productivity of this country to 
prevent prices from again going much 
higher. 

On the other hand, a sound case can- 
not be made for general deflation in the 
near future. The recent declines have 
centered on prices of farm products and 
foods. The combination of record pro- 
duction and unwillingness to hold avail- 
able supplies is the basis of these de- 
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clines. When the harvest is in, and 
everybody wants someone else to as- 
sume the risks, there is no telling how 
far a decline can go. In particular, 
when the large processing industries 
refuse to maintain inventories, there 
may be no comparable source of .buy- 
ing power in the market. Presumably, 
the speculative markets are then 
“forced” to take over. But these markets 
can be “forced” only at a price; and if 
the speculators also are fear-ridden, the 
bottom drops out. 

It is the effects of precisely such a 
collapse that the government price sup- 
port program is designed to correct. 
Under it, the farm community can 
never be so seriously depressed as to af- 
fect the whole economy. Today, govern- 
ment holdings of wheat amount to 
more than the total carryover expected 
this year, and the trade will have to 
draw on these holdings before the new 
harvest. 

Forecasts that 1949 crops will again 
be overwhelming are without firm 
foundation, though they seem to have 
given prices another downward shove. 
This picture can, of course, change 
very quickly, as it did in the fall of 
1947, and again in the summer of 1948. 
At the same time, large export markets 
will persist for a while; and the govern- 
ment’s role may yet prove to be just 
that of maintaining the ever-normal 
granary, balancing out temporary dif- 
ferences in the levels of demand and 
supply. It is much too early to predict 
that the government will incur a sizable 
loss on its purchases either this year or 
next. If it does, the program will be re- 
shaped, but not in the direction of 
abandoning price supports. 


Analogies Do Not Hold 


Why, then, have the fears of a col 
lapse been so persistent? In part, they 
are based on the idea that what goes 
up must come down. This is one of 
those simple propositions that seem at- 
tractive at first glance but have little 
real merit. There is no immutable law 
of gravitation in economics. A boom 
does not end just because a boom can- 
not go on forever. It ends because there 
is a decline in the expenditures that 
were forcing prices up. 

This simple theory can readily be 
backed by analogies from past history. | 
In every war, the price level has made 
tremendous advances; and after every 
war it has again fallen back. It is re- 
grettable that we lack information to 
bring out the differences in all these 
postwar situations. Yet, there can be no 
question that there have been differ- 
ences. Has war ever before been fol- 
lowed by the present kind of “cold 
war’? Were the incomes of the whole 
population ever before inflated during 
a war period to a degree corresponding 
to the general level of prices? 

Today, real disposable income per 
capita, that is, the income at our con- 
sumers’ disposal after payment of taxes 
and after allowing for higher prices and 
for the increase in our population, is 
more than a fifth above the prewar 
record of 1941 and more than a third 
above the prosperity peak of 1929. 

In part, also, the argument of the 
pessimists is bolstered by a kind of cir- 
cular reasoning. The price weakness is 
taken as an indication of more general 
economic weakness. The price reversal, 
it is felt, will bring on liquidation with 
consequent declines in production and 
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employment. Only rarely, however, in 
those speculative situations where stocks 
-are piled up and then quickly thrown 
back on the market, are the price 
changes controlling. That was the kind 
of boom and bust following World 
War I. 

_ The situation today is quite different 
from that of 1920. This boom is not 
primarily based on speculation. There 
-has been no inordinate piling-up of in- 
-yentories, no pyramiding of insecure 
loans and credit. We have already been 
through the transition period needed to 
get the construction industry into full 
swing and to bring output up to a high 
level in the reconverted durable goods 
industries. We have private investment 
and government expenditures running 


at the rate needed to maintain current 
income flows, and we have the structure 
of incomes inflated to correspond with 
the level of prices. With these facts in 
mind, it can be firmly stated that the 
mere fact that prices are high does not 
mean that they are about to come down. 

We may now hope for a period of 
prosperity, with national income gener- 
ally rising, and the level of prices tend- 
ing downward as more and more prices 
are brought back into line. This does 
not mean that all our economic prob- 
lems have been solved. We cannot see 
much farther than a year ahead, and 
even that depends on our international 
affairs. But as far as we can see, the 
outlook is bright. 


Books Reviewed 


The Business of Farming. By Herrell 
DeGraff and Ladd Haystead (Nor- 
man: University of Oklahoma 
Press, 1948, pp. xviii, 244. $3.00) 

Not often does one have the oppor- 
tunity to read a book so comprehensive 
and yet so simply written as The Busi- 
ness of Farming. The authors introduce 
the reader to all the basic and most 
important problems connected with 
farming and farm management, point- 
ing out methods of solving some of 
them. All this is done in such an inter- 
esting, easy-to-read way that I agree 
with True D. Morse, who wrote the 
foreword, when he says, “This is a de- 
lightful book.” 

The theme throughout the twenty- 
seven chapters is that management of 
the inputs of land, labor, and capital 
can make or break the farm, and that, 
in this day and age, good management 
is a necessity if farming is to be a suc- 
cessful profit-making business over a 
period of years. Absentee landowners 
and businessmen from the city who are 
considering investment in farm land 
can well afford to read this book. In 
fact, they should read it. 

The material is organized into four 
parts. The first three have to do with 
management of the soil, equipment, 
and labor, and the fourth with the more 
inclusive problem of fitting these other 
factors of production into a profitable, 
balanced farm unit. 

One quality of the book is its breadth 
of viewpoint. The authors have not at- 
tempted to force “one man’s opinion” 
down the reader’s unwilling throat. In- 
stead, they have summarized high spots 
in the thinking of many noted agricul- 


tural authors from various parts of the — 
United States. The farms and the types 
of farming used as examples throughout ~ 
the book range from the “ten acres and 
a mule” sharecropper farm of the South 
to the Seabrook Farms of New Jersey, 
the world’s largest vegetable farm and 
processing plant. The kinds of farmers 
discussed (and criticized pro and con), © 
are as varied as the farms, reaching 
from the Louis Bromfield type of grass- 
land soil conservationist, on the one 
hand, to the “soil miner,” the man who } 
takes all and puts nothing back, on the 
other. 

The ideas in this book are not new. 
They are merely presented in a modern, 
more digestible way than in many other 
books on farm management. The reader 
is not bored with complicated-sounding 
economic rules and pages of statistics. 
Yet, indirectly, the principles are all in- 
cluded in the discussion, and enough 
tabular data are presented to establish 
important points. At the end of the 
second part, which deals with equip- 
ment management, the authors make 
the following statement: “Some persons 
might disagree with the conclusions 
drawn and logically demand more sta- 
tistics of similar accomplishments. But 
in many ways a farm business refuses to 
be a statistic. Hardly any two farms are 
alike, and hardly any two farmers are 
CU comment 

Nor is this a static book. It stresses 
the point that successful management 
must, of necessity, be dynamic. A good 
manager never assumes that he has 
found the all-time answer to his farm 
organization. Instead, he continually 
looks for new methods, new varieties, 
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new ways of increasing efficiency and 
cutting costs. Therefore, the authors do 
_ not attempt to draw hard-and-fast con- 
clusions, but merely point out methods 
_ by which a good manager will study his 
_ business and work out his own answers. 
Most books on farm management are 
written as textbooks. This one is not — 
although it might well be used for ele- 
mentary courses in that subject. It is 
well adapted for reading and digestion 
by tenants and landlords, owner-opera- 
tors and absentee landowners, farm 
managers, and city businessmen inter- 
ested in farms and farming. 

It should be of great value to anyone 
who is contemplating buying a farm, 
especially to those unfamiliar with 
farming who expect to find a “rustic 
‘simplicity in living” and who want to 
spend their “lazy hours under a vine- 
shaded porch, . . . with rich rewards 
of country smells, country tastes, and 
country feelings.” It should be a good 
reminder to all farmers, farm managers, 
tenants, and absentee landowners of the 
problems with which they must cope if 
they are to realize over a period of 
time the greatest net money reward for 
their investments of land, labor, capital 
and management. 

The quotations given with the titles 
at the beginning of each of the four 
major parts pretty well summarize the 
feelings expressed by the authors 
throughout the book. 

“Success or failure in farming starts 
with the soil.” 

“Tools can keep you in the black or 
dump you in the red.” 

“Your labor is worth what it pro- 
duces.” 

“The real problem is management. 


Land, equipment, labor, livestock, and 
production supplies are just crazy quilt 
pieces until put together in a well-bal- 


anced pattern.” 
la W. N. STEVENSON 


College of Agriculture 


Managerial Control of Business. By 


George T. Trundle, Jr., and Asso- 
ciates (New York: John Wiley & 
Sons, Inc., 1948, pp. viii, 403. 
$5.00) 


The book is well planned for execu- 
tives of large manufacturing firms. The 
contents of the entire 403 page volume 
are summarized in the introduction, 
which furnishes a very useful check list 
for mapping out an orderly search for 
lost or disappearing profits. 

The discussion of management prob- 
lems, though presented in a workman- 
like manner, is treated with the bias of 
the accountant or methods man. The 
chapters on organization give a precise 
picture of the general operating rela- 
tionships and functions which managers 
must take into account in reviewing or 
setting up an organization. 

The material on budgetary control 
is excellent and comprehensive. The 
presentation of the graphical method of 
expense analysis and the cash forecast- 
ing method is forthright and down to 
earth. However, the discussion of other 
control problems becomes very tech- 
nical, and the accountancy vocabulary 
comes too far to the fore. The section 
on executive reports is excellent and the 
step-by-step analysis shows how valu- 
able an executive report can be. 

The section on compensation opens 
on the shaky platform that the source 
of practically every personnel problem 
is pay, a very dubious presumption. The 
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authors go on to summarize the pay- 
ment methods currently used in indus- 
try, and present a clear analysis of 
salary, incentive, and profit-sharing 
plans. 

The market survey coverage, al- 
though formidable, gives a comprehen- 
sive overview of the available tech- 
niques. The material on sales methods 
is principally descriptive and furnishes 
a valuable summary for sorting out 
those methods that might apply to a 
particular business situation. Here again 
the strong bias toward the industrial 
field excludes any consideration of sales 
methods or problems in the field of re- 
tailing, a bias which dominates the 
entire section of the book concerned 
with merchandising or sales. 

The real substance of the book is the 
long central section on manufacturing 
controls. The treatment of production 
control, methods, layout, plant manage- 
ment, preventive maintenance, produc- 
tion control, and inventory control is 
outstanding. Most of the newer tech- 
niques are discussed and implemented 
with excellent examples and _illustra- 
tions. The section on the compensation 
of labor evaluates and summarizes most 
of the acceptable plans and presents 
each alternative with sufficient pros and 
cons to enable even the layman to make 
a fairly reliable judgment. 

An impressive feature of the book is 
the clear statement of the duties, re- 
sponsibilities, and relationships of qual- 
ity control and production control. The 
authors, from their wide background 
in industrial engineering, are certainly 
well qualified to make this presentation 
of a subject which has needed clarifi- 
cation. 


The last section, on industrial rela- | 
tions, covers the field very briefly, but 
perhaps with sufficient emphasis to in- 
dicate exploratory possibilities for the 
average industrial executive. The ac-_ 
countancy bias rears its head once more 
in the section on job evaluation. The 
standard point plan for evaluation jobs, 
together with the least squares method 
of adjusting job points to dollars in 
wages, is described as an “exact” sys- 
tem. Presented with its numerous sta- 
tistical supports, it makes an impressive 
display. After presenting the entire plan, | 
the authors admit its weaknesses by 
pointing out that wages, in the last 
analysis, must still be determined by 
bargaining. 

An over-all evaluation of this book 
would place it in the top bracket as an 
exposition of methods of control. From 
the reviewer’s standpoint, however, it 
emphasizes control to the point where 
it becomes an end in itself —not a 
means to an end. “Controls” and “man- 
agement” are not synonymous. 

R. Loken 


Supervision in Business and Industry. 

By Robert D. Loken and Earl P. 
(New York: Funk and 
Wagnalls Company, in association 
with Modern Industry, 1949, pp. 
ix, 219. ($35.50) 


This small volume contains a tre- 


Strong 


mendous amount of wisdom for the line 
supervisor. It sets forth for him prin- 
ciples so fundamental as to be useful 
in any store, office, or factory. It states 
them so forcefully that top manage- 
ment and foreman alike will be tempted 
to agree that “there is no job in the 
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: 


American industrial-commercial struc- 
ture of more importance.” 

_ The attitude of optimism which is 
evident throughout the book smacks 
slightly of the super-salesman philoso- 
phy—an impression heightened by 


numerous drawings, greatly oversimpli- 


fied and full of forced humor. Loken 


and Strong justify their faith in their 
plan, however, by pointing out that 


the methods, ideas, principles, and sug- 
gestions . . . were developed through su- 
pervisor-training conferences held through- 
out the United States during the last ten 
years. More than 50,000 supervisors from 
all types of occupational groups in business, 
industry, government agencies, and the 


Armed Forces participated, adding their 


ideas to those of the conference leaders. 


Successful supervision is said to be 
possible only if certain basic principles 
are observed: unity of command, which 
gives a person only one boss; span of 
control, which limits the number of 
subordinates to a maximum of seven; 
homogeneous assignment, whereby a 
worker has duties of a related nature; 
and delegation of responsibility, with 


requisite authority. 


Specifically exempting the creation 
of job skills from the scope of their 
discussion, the authors tell how a su- 


pervisor can be effective in managing 


jobs and men. For the first, he must 
organize, plan, and control the work. 
Allocating this responsibility to the line 
supervisor is a practice which has been 
followed increasingly and with excel- 
lent results during the last decade but 
continues to be resisted by many groups 
in top management. Steps in organizing 
will include such a definite sequence as 
the following: analyzing the jobs and 
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positions, setting the jobs into some 
structure to show their operating rela- 
tionships, and carefully selecting men 
for the jobs. Planning on these lines is 
regarded as setting up “the schedule 
for the conversion of ideas into action.” 
It allows the workers a part in the de- 
velopment of plans, but requires that 
the supervisor make the decisions. With 
him also rests control, for he is the per- 
son in the best position to check up on 
operations in his department. 

The second half of the book is con- 
cerned with ““Man Management.” 
Whether he is inducting the new em- 
ployee or increasing the efficiency of a 
person already on the job, the super- 
visor’s real function is that of teaching. 
There is a check sheet of thought-pro- 
voking questions by which the foreman 
can evaluate his own skill in instructing 
the new members of his work force. 

In discussing “Problems of People at 
Work” (Ch. X), Loken and Strong 
analyze in some detail three types of 
situations which they regard as typical 
of the field of human relations prob- 
lems in supervision. In all three the 
foreman remains essentially a teacher, 
whether he is correcting mistakes, 
handling a grievance, or giving orders. 

The reader becomes increasingly 
aware that the authors are well fitted to 
give instructions in the method of teach- 
ing, for their own pedagogy is sound. 
Nowhere is this skill more evident than 
in the chapter dealing with Job Anal- 
ysis. It should be read by anyone who 
is responsible for teaching others to per- 
form a job, or wants to teach himself to 
do his own more ably. 

Harriet D. Hupson 


